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PREFACE TO THIRD EDITION 


The first edition of this book, published in September 1923, 
was substantially a reprint of a paper read by the late Sir 
Gilbert Garnsey, K.B.E., F.C.A., before the London Members 
of the Institute of Chartered Accountants on the 12th December 
1922. The enactment of the Companies Act, 1929, necessi- 
tated considerable amendments in preparing the second edition 
of the book published in July 1931 ; in that work I had the 
privilege of assisting Sir Gilbert Garnsey. 

Less than a year aftei the publication of the second edi- 
tion Sir Gilbert died suddenly at the early age of forty-nine. 
He was then at the height of his brilliant career and his dead} 
robbed the accountancy profession m this country of one of 
its most outstanding members and has laid upon me the respon- 
sibility of preparing the new edition of this book. 

As in the previous edition, the provisions of the Companies 
Act, 1929, so fai as they particularly affect holding companies?, 
are set out in detail in Chapter I, and aie commented upon in 
some detail in the later chapters. Such modifications have 
been made in the text of the second edition as appear to be 
desirable owing to developments in practice which have taken 
place in the last few years, or as a result of experience, and the 
chapter on taxation has been revised so as to bring it up to 
date. 

As in the previous editions. Appendix II has been devoted to 
the presentation of a number of examples of accounts submitted 
to shareholders. These accounts are printed without comment 
in order to illustrate the methods adopted in practice by 
holding companies. 

.The opinion expressed by Sir Gilbert Garnsey in the preface 
to tlie second edition to the effect that the first step had been 
taken in the Companies Act, 1929, in the direction of procuring 
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that the published accounts of complex amalgamations should 
be more informative and intelligible, appears still to hold good. 
Further improvements are, however, required and references 
will be found in this book to certain respects in which the pro- 
visions of the Act appear to be defective. 

I hope that the new edition of this book will be of service to 
persons interested in the presentation of accounts of holding 
companies and particularly to practising members of my 
profession. 

I should be grateful for any suggestions which would render 
the book more useful. 

T. B. ROBSON 

3, Frederick's place 

LONDON, E.C.2. 

« * 

October 1935. 
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CHAPTER I 


INTRODUCTORY 

The expression “ Holding Company”, which was little known 
in this country until recent years, is intended to describe the 
company whose distinctive function is to held the shares or 
stock of one or more concerns with the intention of controlling 
their operations. 

Prior to the passing of the Companies Act, 1928, holding 
companies had no specific legal recognition as such and were 
governed either by the regulations prescribed by their special 
Acts of Parliament or Royal Charters, or, if they were incor- 
porated under the Companies Acts, were governed by the 
provisions of those Acts in exactly the same way as other 
companies similarly incorporated. 

The Company Law Amendment Committee which reported 
in 1926 gave special consideration to the peculiar position which 
the holding company had come to occupy in the financial 
structure of British industry and commerce and in its Repost 
devoted to the question a separate paragraph which is set out 
in Chapters V and VI. 

The Committee also made certain recommendations in 
regard to the form of accounts of holding companies which 
were largely adopted in the Companies Act, 1928, and subse- 
quently re-enacted in the consolidating act of 1929. Under 
that Act holding companies which are incorporated under the 
Companies Acts are now required by law to give certain 
information in their published accounts, but, apart from 
these provisions, there are stiU no special regulations applicable 
to holding companies, which continue to be governed in exactly 
the same way as other joint-stock concerns. 

Provisions of Companies Act, 1929 

The provisions of the Companies Act, 1929, specially affecting 
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holding companies are as follow : — 

Section 125. — -Where any of the assets of a company consist of shares 
in, or amounts owing (whether on account of a loan or otherwise) from a 
subsidiary company or subsidiary companies, the aggregate amount of 
those assets, distinguishing shares and indebtedness, shall be Sfet out 
in the balance sheet of the first-mentioned company separately from 
all its other assets, and where a company is indebted, whether on ac- 
count of a loan or otherwise, to a subsidiary company or subsidiary 
companies, the aggregate amount of that indebtedness shall be set out 
in the balance sheet of that company separately from all its other 
liabilities. 

Section 126 (1). — Where a company (in this section referred to as ** the 
holding company ”) holds shares either directly or through a nominee 
in a subsidiary company or in two or more subsidiary companies, there 
shall be annexed to the balance sheet of the holding company a state- 
ment, signed by the persons by whom in pursuance of section one 
hundred and twenty -nine of this Act the balance sheet is signed, stating 
how the profits and losses of the subsidiary company, or, where there 
are two or more subsidiary companies, the aggregate profits and losses 
^of those companies, have, so far as they concern the holding company, 
been dealt with in, or for the purposes of, the accounts of the holding 
company, and in particular how, and to what extent — 

(a) provision has been made for the losses of a subsidiary company 
either in the accounts of that company or of the holding 
company, or of both ; and 

( b ) losses of a subsidiary company have been taken into account by 
the directors of the holding company in arriving at the profits 
and losses of the holding company as disclosed in its accounts : 

Provided that it shall not be necessary to specify in any such state- 
ment the actual amount of the profits or losses of any subsidiary com- 
pany, or the actual amount of any part of any such profits or losses 
which has been dealt with in any particular manner. 

(2) If in the case of a subsidiary company the auditors’ report on the 
balance sheet of the company does not state without qualification that 
the auditors have obtained all the information and explanations they 
have required and that the balance sheet is properly drawn up so as to 
exhibit a true and correct view of the state of the company’s affairs 
according to the best of their information and the explanations given to 
them and as shown by the books of the company, the statement which 
is to be annexed as aforesaid to the balance sheet of the holding company 
shall contain particulars of the manner in which the report* is qualified. 

(3) For the purposes of this section, the profits or losses of a sub- 
sidiary company mean the profits or losses shown in any accounts of the 
subsidiary company made up to a date within the period to which the 
accounts of the holding company relate, or, if there are no such ac- 
counts of the subsidiary company available at the time when the 
accounts of the holding company are made up, the profits or losses 
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shown in the last previous accounts of the subsidiary company which 
became available within that period. 

(4) If for any reason the directors of the holding company are unable 
to obtain such information as is necessary for the preparation of the 
statement aforesaid the directors who sign the balance sheet shall so 
report in writing and their report shall be annexed to the balance sheet 
in lieu of the statement. 

Section 127 (1). — Where the assets of a company consist in whole or in 
part of shares in another company, whether held directly or through a 
nominee and whether that other company is a company within the 
meaning of this Act or not, and — 

(a) the amount of the shares so held is at the time when the ac- 
counts of the holding company are made up more than 50 per 
cent, of the issued share capital of that other company or such 
as to entitle the company to more than 50 per cent, of the voting 
power in that other company ; or 

(b) the company has power (not being power vested in it by virtue 
only of the provisions of a debenture trust deed or by virtue of 
shares issued to it for the purpose in pursuance of those pro- 
visions) directly or indirectly to appoint the majority of the* 
directors of that other company, 

that other company shall be deemed to be a subsidiary company within 
the meaning of this Act, and the expression “ subsidiary company ” in 
this Act means a company in the Case of which the conditions ®f this 
section are satisfied. 

(2) Where a company the ordinary business of which includes tfye 
lending of money holds shares in another company as security only, no 
account shall for the purpose of determining under this section whether 
that other company is a subsidiary company be taken of the shares so 
held. 

■Section 128 (1). — The accounts which in pursuance of this Act are to 
be laid before every company in general meeting shall, subject to the 
provisions of this section, contain particulars showing : 

(«) 

(P) 

(s) the total of the amount paid to the directors as remuneration 
for their services, inclusive of all fees, percentages, or other 
emoluments, paid to or receivable by them by or from the 
company or by or from any subsidiary company. 

(2) 

(3) The provisions of subsection (1) of this section with respect to the 
remuneration paid to directors shall not apply in relation to a managing 
director of the company, and in the case of any other director who holds 
any salaried employment or office in the company there shall not be 
required to be included in the said total amount any sums paid to him 
except sums paid by way of directors' fees. 
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(4) If in the case of any such accounts as aforesaid the requirements 
of this section are not complied with, it shall be the duty of the auditors 
of the company by whom the accounts are examined to include in their 
report on the balance sheet of the company, so far as they are reason- 
ably able to do so, a statement giving the required particulars. 

(5) In this section the expression " emoluments ” includes fees, 
percentages and other payments made or consideration given, directly 
or indirectly, to a director as such, and the money value of any allow- 
ances or perquisites belonging to his office. 

The foregoing provisions do not affect the form of accounts 
to be used by companies incorporated under Royal Charter or 
by special Acts of Parliament or the status of such companies,, 
but refer solely to companies incorporated under the Com- 
panies Acts. It will be seen that they refer particularly to 
the information which has to be disclosed in the balance sheets 
of holding companies or in statements annexed thereto, and 
^ that no regulations aie laid down by the Act as to the form or 
contents of the profit and loss account. The provisions con- 
tained in the Act are of considerable importance to those con- 
cerned in the direction and administration of businesses organ- 
ised on the holding company basis. 

r The points covered by the relevant sections of the Act are 
discussed in the following pages and in a footnote to this chapter 
are quoted passages from opinions given by Counsel whose 
advice was sought by the Institute of Chartered Accountants 
and by the Society of Incorporated Accountants and Auditors, 
dealing with particular aspects of the new legislation in so far 
as it affects holding companies. 

The remarks in the subsequent chapters are designed mainly 
to cover companies formed under the Companies Acts, but the 
principles enunciated apply mutatis mutandis to companies 
formed under Royal Charter or special statute. 

What is a Holding Company ? 

It will be seen from the sections of the Companies Act, 1925, 
quoted above, that no legal definition of a holding company is 
given therein. It may, however, be inferred from the wording 
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used in Sections 126 and 127 of the Act to mean a company 
whose assets include investments in shares of one or more 
subsidiary companies. 

It may be thought that the ordinary trust or investment 
company should be called a holding company because its 
purpose is to own the shares or stock of other concerns and to 
receive the dividends thereon. The term, however, is not 
generally applied to this class of company, which usually has 
only a comparatively small holding in the capital of the under- 
takings in which it is interested, and does not as a rule control 
the operations of any of them. 

The class of company to which the term is generally applied 
and with which it is proposed to deal is that which either itself 
directly or indirectly through the ownership of shares in 
another undertaking 01 undertakings owns a controlling”" 
interest in the share capital of one or more other companies, 
thereby for practical purposes consolidating their interests, 
while at the same time each of the separate undertakings 
retains its existence as a separate entity. These separate 
concerns are refeired to as subsidiary or constituent under- 
takings, while the company owning their share capitals and 
controlling their operations is called the holding or parent 
company. 

Extracts from Counsels' Opinion to Institute of Chartered Accountants 
in England and Wales, dated July 1929 

(1) Section 124 (1). — It is not in our view necessary to label the assets 
in groups as fixed or floating but, since the section requires that in the 
case of fixed assets the methods of valuation shall be stated, the method 
of valuation should be given in all instances where there is doubt whether 
the asset is fixed or floating. Moreover the balance sheet must he so 
drawn as to indicate in the case of each particular fixed asset or group of 
assets the basis of valuation adopted in regard to that asset or group. 

(2) We do not doubt that for the purposes of Section 1 25 loans include 
debentures. We agree that debentures might strictly be included under 
“ Amounts Owing ” but that it will in practice be desirable to show them 
separately. We think that the nominal amount and the book value and 
the method of valuation should be stated in the case of amounts owing 
from subsidiaries and the nominal sum owing in the case of amounts 
owing to subsidiaries. 
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(3) Although there is in the Act no specific reference to foreign sub- 
sidiary companies we are of opinion that such companies are subsidiary 
companies within the meaning of Sections 126 and 127. We do not con- 
sider that a distinction must be made between Subsidiary Companies 
registered in Great Britain or a Parliamentary Company and Subsidiary 
Companies registered abroad. 

(4) In our opinion accounts in Section 126 (3) means profit and loss 
accounts year by year and the statement to be annexed to the balance 
sheet has to take into account and deal with specifically profits and 
losses of subsidiary Companies for the particular year or period of their 
accounts ended within the year for which the holding company’s 
accounts are made up or failing such for the period covered by the last 
accounts available. 

(5) Section 126 (2). — The drawing up of and responsibility for 'the 
statement to be annexed to the balance sheet are matters for the Direc- 
tors. In our opinion the statement is not incorporated as part of the 
balance sheet upon which the Auditors are required to report nor are the 
Auditors responsible for the accuracy of the contents of these statements. 
We see no objection to the statement which has to be “ annexed ” to the 

^balance sheet appearing in the form of notes printed on a profit and loss 
account or on a balance sheet/ or on both, but if this course is adopted 
the notes should follow the Auditors’ certificate in order that the Audi- 
tors may not assume responsibility for the statement. Apart from any 
such assumption of responsibility we are of opinion that the Auditors 
are not in any way responsible foi checking the accuracy of the state- 
ment. We do not consider that they are bound to satisfy themselves 
that it is prima facie correct or to point out any inaccuracy to the Direc- 
tors or to bring to the attention of the shareholders any difference of 
opinion between the Auditors and Directors as to the accuracy of the 
Statement. Of course, in so far as profits or losses of a subsidiary are 
taken up in the accounts of the holding company, the matter comes 
within the scope of the ordinary functions of the Auditors of the holding 
company as such and will be covered by their report. 

( 6 ) 

(?) 

With regard to the supplementary question which has been put to us, 
in our opinion it is the duty of an Auditor to see that the balance sheet 
is framed in accordance with the requirements of the Act, including the 
requirement that shares in and sums owing from subsidiary companies 
shall be shown as separate items on the assets side, and sums owing to 
subsidiary companies as a separate item on the liabilities side, and to 
call attention in their report to any failure on the part of the company 
to comply with these statutory requirements. 

. 4 b . alance sheet so f ; ramed as to treat the assets and liabilities of sub- 
sidiaries as if they were assets and liabilities of the parent company, 
though useful as a supplementary document for information purposes, 
would not in our opinion satisfy the requirements of the Act. 
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Extracts from Counsels' Opinion to the Society of Incorporated Accountants 
and Auditors , dated 15th November 1929 


(2) . 

(3) We do not think that sect. 124 (1) requires assets to be labelled in 
groups as fixed assets and floating, but unless grouped under such titles, 
assets should be described in such terms as enable a judgment to be 
formed whether they are fixed or floating. No single value should appear 
for a combination of assets which includes fixed as well as floating assets. 

(4) 

(5) Under sect. 125 the total indebtedness of a holding company to 
r ,its subsidiary must be stated. Debentures of the parent Company 
owned by the subsidiary fall to be included in the aggregate amount of 
the indebtedness to the subsidiary. 

As regards debenture indebtedness to the holding company, nominal 
amount, book value and method of valuation should be stated. 

Neither the incorporation, of the assets and liabilities of a subsidiary 
in the balance sheet of the holding Company, nor the issue of a separate 
balance sheet of the subsidiary company, is a compliance with the 
section. 

(6) The Auditors are not, in our opinion, responsible for the accuracy 
of the statement referred to in sect. 126. That statement, unless contained 
in a separate document, should appear below the Auditors" Report.' 

(7) We think sects. 126 and 127 include subsidiary Companies regis- 
tered abroad. All subsidiaries, whether registered at home or abroad, 
fall, for the purpose of the holding Company, to be treated alike. 

Where Company A. is a subsidiary of Company B., and Company B. 
is a subsidiary of Company C., Company A. is not necessarily a subsid- 
iary of Company C., as shares, held by Company B. in Company A. are 
not held by Company B. as a nominee for Company C. But if Company 
C. own any shares in Company A., it may well be that the facts are such 
that Company C. has power indirectly to appoint a majority of the 
Directors of Company A. (See sect. 127 (1) ip).) Company A. in that 
case is a subsidiary of Company C. and also of Company B. 



CHAPTER II 


ADVANTAGES AND DISADVANTAGES OF 
AMALGAMATION 

A striking feature in the development of the organisation 
of industry and commerce in recent years is the increase of 
amalgamations both in number and size. This movement has 
been induced in some cases by a desire to obtain the advantages 
of large scale enterprise which often become available under" 
conditions of amalgamation, and in others by special circum- 
stances which have made fusion appear likely to bring benefits 
to the owners of the merging businesses. In other cases, 
however, the disadvantages of amalgamation have been ignored 
"and mergers have been carried through which have been detri- 
mental to those interested. Some businesses are obviously 
more likely than others to benefit by combination, and the 
closest study of the potential advantages and disadvantages 
of such a step in particular cases should always precede the 
actual amalgamation. 

The realisation that, by combination of interests rather than 
by competition, ’the activities of the merging businesses could be 
developed more fully and economically than before has brought 
about many amalgamations, the originators of which have been 
able to envisage economies both in production and distribution. 

The necessity for becoming independent of outside sources of 
supply of raw materials, which was specially noticeable during 
the late war, has also resulted in many combinations which have 
included the acquisition of control of these sources of supply of 
raw materials, thus assuring continuity of supplies and mi—' 
raising interference with production. 

Advantages of Amalgamation 

Among the advantages to be derived from amalgamation 
in appropriate cases may be mentioned elimination of ruinous 
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competition, control of prices (which does not necessarily mean 
enhancement), pooling of technical experience and avoidance 
of duplication in research work, economy in production and 
distribution, improved management through the use of wider 
fields for comparison of results, control of sources of raw material 
supplies, economies made possible by concentration and stan- 
dardisation of classes of product and specialisation of plant 
and departments to obtain maximum outputs at minimum 
prices, reduction of transport and handling charges and over- 
head expenses, avoidance of duplication in management, stocks, 
selling expenses, etc. 

In the raising of share and loan capital also the large- 
scale enterprise may have advantages over the smaller concern 
and it has been found that for this reason a merger of busi- 
nesses has sometimes facilitated their financial arrangements. 

Parliament has recognised the importance of these advan- 
tages to trade and industry and by granting certain privileges in 
regard to exemption from stamp duties has given encourage- 
ment to schemes of amalgamation. This matter is dealt with in 
greater detail in Chapter XIV. 

Disadvantages and Difficulties of Amalgamation 

It must be said, however, on the other hand that amalgama- 
tions which are not wisely planned and directed have their 
dangers. The possibility of creating a monopoly controlled by 
individuals who disregard their public responsibilities or of 
fraudulent promotion and management with consequential 
losses on the part of investors demands consideration. 

Amalgamation without a rational basis and without rational 
control has been known to lead to the conduct of business by 
regulation rather than by intelligent action. The elimination of 
the feeling of personal responsibility, excessive centralisation 
a*id the restriction of initiative in such circumstances have 
created a lack of elasticity in management and the resultant 
duplication of overhead expenses has sometimes deprived the 
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merger of the very economies which it was formed to obtain. 

The merging of businesses into large units calls for a type 
of director which is not always forthcoming. For its successful 
conduct the large merger needs men of wide vision who are 
capable of grasping the essentials of problems of policy and of 
taking decisions on reports submitted to them by their man- 
agers. Delegation of responsibility and the substitution of 
reports for personal knowledge of detail can be carried out 
successfully only if the directors themselves have the ability 
to select the right type of manager to carry out the policy which- 
they may prescribe. If this is not done the effects of a merger 
may be disastrous and the true results of operations may some- 
times be obscured in such a way that a considerable time elapses 
before the shareholders (and even in some instances the 
directors themselves) become cognisant of the position. 

Special Difficulties of Holding Company Mergers 

This applies particularly to undertakings which a re controlled 
by a holding company and where there are shareholders whose 
snares in the subsidiary concerns, whether preference or ordin- 
ary, have not been acquired by the parent company. It is 
obvious that in cases of this character, while transactions 
carried through by one or more of the undertakings may be to 
the advantage of the consolidation as a whole, yet at the same 
time they may seriously affect the interests of the creditors or 
outside shareholders. 

In this connection such transactions as inter-company 
buying and selling should be fair to each member of the group 
and not merely be in the interests of the holding company or 
the group as a whole. The restriction of the activity and 
profit earning power of one company in order to concentrate 
activity in a manner most economical from the standpoint of 
the group as a whole may be good policy from that standpoint 
and yet give rise to difficult problems if there are minority or 
outside interests in the company whose activities are to be 
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restricted. Similarly a loan from one subsidiary company to 
another without security may be perfectly reasonable from the 
standpoint of the combination, and yet may be open to objec- 
tion *if there are outside debenture-holders or shareholders in 
the lending company. 

There is also a danger of oppressive treatment of minority 
shareholders where, for instance, a subsidiary company pays no 
dividends but the parent company takes credit for its share of 
the profits and obtains the funds by means of advances from the 
subsidiary. While it is true that undistributed profits of a 
subsidiary should not be declared as dividend by the holding 
company yet in such a case for practical purposes the latter 
gets the full financial benefit of ownership without distributing 
any dividends to minority shareholders of the subsidiary. 

Where there is a danger of prejudicing the rights of such 48 " 
shareholders in benefiting the organisation as a whole the 
proper course is generally to acquire their holdings if it is 
possible to do so on reasonable terms. 

Section 155 of the Companies Act, 1929, provides a procedure 
for compulsory acquisition of minority interests where holders 
of at least nine-tenths of a particular class of share have 
approved an offer for the purchase of their shares by a holding 
company within four months from the date of the offer. In this 
event the holding company at any time within the two subse- 
quent months may give to those shareholders who have not 
accepted the offer formal notice of its desire to acquire their 
shares, and unless the shareholder applies to the Court and 
obtains a contrary order the holding company then becomes 
entitled to acquire the shares on the terms accepted by the 
remainder of the shareholders. 
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AMALGAMATIONS THROUGH A HOLDING 
COMPANY 

It is not the intention to enter into a discussion of the bases 
upon which a holding company may acquire its interests in 
subsidiary undertakings or to deal in any way with the prin- 
ciples governing the fusion of ownership of businesses through 
the medium of a holding company. This book is more con-' 
cemed with the presentation of the figures to the shareholders 
after the subsidiary undertakings have been acquired and the 
fusion has become an accomplished fact. At the same time a 
few general remarks may not be out of place and may assist 
Hn dealing with some of the points which arise on the accounts. 

Methods of Amalgamation 

Businesses desiring to amalgamate their owmership (as 
distinct from merely entering into an agreement to pool their 
profits) generally do so in one of two ways. The first — the 
direct merger — where an existing company, or one formed for 
the purpose, takes over the actual assets and liabilities of the 
other undertakings and amalgamates them with its own, the 
other concerns being wound up and ceasing to exist. The second 
— the indirect merger through a holding company — where a 
company formed for the purpose, or one already in existence, 
acquires the shares of the other concerns and not their actual 
assets and liabilities. 

The holding company method of amalgamation or con- 
solidation of interests has become widespread in recent years, 
and it is the most effective way in which an amalgamation 
can be brought about when it is desired to interfere as little 
as possible with the existing organisations and to retain the 
names and goodwill of businesses of established reputation. 

The process is simple as it does not necessarily involve inter- 
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ference with the debenture-holders, the preference shareholders 
or a minority of ordinary shareholders of the merging concerns 
who may be unwilling to dispose of their holdings. As has 
been- mentioned in the preceding chapter, the continued exis- 
tence of outside interests in the subsidiary undertakings some- 
times makes it difficult to obtain the full benefits of amalgama- 
tion, but in some cases the acquisition of a bare controlling 
interest is the only economical or practicable method of carrying 
through a fusion. 

Special considerations affecting choice of form of Merger 

The consideration just mentioned particularly applies where 
one or more of the undertakings to be acquired has raised 
capital in the shape of preference shares or debentures at low 
rates of interest. In the direct form of amalgamation, involvings 
as it does the liquidation of the old concerns, it might be 
necessary to repay the preference shareholders or debenture- 
holders at par or at a premium even though their shares or 
debentures might have a market price well below par. If it 
were desired to induce the preference shareholders or debenture- 
holders to accept securities of the new company instead of 
insisting on their legal rights of repayment it might be necessary 
as a condition precedent to their acceptance to offer them higher 
rates of interest or some similar concession. 

Similarly there are sometimes ordinary shareholders who do 
not assent to the scheme ; if they are not legally bound to accep- 
tance of the terms accepted by the majority of the shareholders 
they may have to be bought out on terms favourable to them. 

The expense of dealing with these non-assenting ordinary 
shareholders and the holders of preference shares and debentures 
would necessarily fall upon the assenting ordinary shareholders 
and the purchasing company. The value of the business as a 
whole is the same whatever method of amalgamation may be 
employed ; if, therefore, the minority interests receive any 
preferential consideration, that consideration must reduce the 
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value of what remains for the purchaser and the assenting 
ordinary shareholders. It is true that it may be in the best 
interests of the latter to suffer this expense in order to obtain 
for the directors a free hand to deal subsequently with the assets 
and businesses of the acquired undertakings. There are, how- 
ever, circumstances where this consideration is not of para- 
mount importance and in those circumstances the expense 
may be avoided by the retention of the acquired undertakings 
as separate legal entities without disturbing their debenture- 
holders, preference shareholders and non-assenting ordinary 
shareholders. In these cases the acquisition of the shares neces- 
sary to give control of the undertakings is all that is required 
and if the debentures and preference shares carry low rates 
of interest, the absence of any necessity to include them in 
‘the acquisition may make the equity obtained by the acquisi- 
tion of the ordinary shares more valuable than it would be 
under the direct merger method of amalgamation. 

Stamp Duty Exemptions 

The reliefs from stamp duties which have been accorded to 
amalgamations, and are dealt with more fully in Chapter XIV, 
can only be obtained if holders of 90 per cent, of the issued 
share capital of all classes of any company which is acquired 
by a holding company accept the holding company's offer. 
This sometimes may make it more economical to include the 
preference shareholders in the offer and to bring in the larger 
portion of any other minority interests, rather than for such 
shareholders to retain their holdings of shares in the acquired 
company. 

There is also the machinery already referred to in Chapter II, 
whereby if the holders of nine-tenths of any class of share 
accept an offer for their shares, the remaining holders may be 
compelled to accept similar terms, except in so far as they may 
be varied by the Court. 
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Taxation Advantages 

From the standpoint of taxation there are advantages in 
amalgamating by the holding company method in cases where 
any of the merging companies have accumulated losses or arrears 
of wear and tear allowances for income-tax purposes, inasmuch 
as owing to the identities of the individual companies being 
maintained, these companies retain their right to set off these 
accumulations against profits in calculating their future taxation 
liabilities. They would lose this right if their assets and busi- 
nesses were sold to a separate concern. 

There are also advantages in using the holding company 
method where the profits of the undertakings to be acquired 
have been rising in the years preceding the merger. If they 
transfer their businesses to new legal ownership, as would be 
necessary under a direct merger, their income-tax assessments 
for the year of transfer and the preceding year are liable to 
revision, and, instead of being based on the lower profits of 
the year preceding the year of assessment, would be based on 
the higher profits actually # earned. No such adjustment 
arises if the holding company method of fusion is adopted. 

Disadvantages and difficulties sometimes arise in the u&e of 
this method of fusion, particularly in regard to setting off 
losses incurred in one unit of a holding company merger against 
profits earned by another. These and notes as to methods of 
dealing with these difficulties are dealt with in Chapter 
XIV. 

It will be apparent from what has been said that it is not 
possible to lay down any hard and fast rule as to whether the 
direct merger or holding company method of merger should be 
adopted. Each method has its advantages and disadvantages 
and consequently what is suitable in one set of circumstances 
may not be advisable in another. Every individual case must 
be judged on its merits and an appropriate method of merger 
selected which .will best meet the needs of the situation. 
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Formation of Holding Companies 

Where it is decided to proceed by the holding company 
method, the course followed is as a rule to form a new company 
(though this is not essential) to acquire the shares in the merging 
companies either for cash or in exchange for shares in the hold- 
ing company, the terms and basis of exchange in any case 
having been agreed beforehand. The result is that the holding 
company becomes the sole or principal shareholder in the 
various undertakings whose shares have been acquired in this 
manner and, as such, becomes entitled to the profits of those 
undertakings as they are declared in dividend. The holding 
company, in turn, distributes the profits amongst its share- 
holders. 

A shareholder in one of the old undertakings who has taken 
shares in the holding company in exchange for his shares, in- 
stead of being dependent upon the profits and assets of the 
old undertaking alone, thus becomes interested in the profits 
and assets of all the concerns whose shares have been purchased 
by the holding company. The shareholder looks to the holding 
company for his dividends and the security for his capital, 
while the holding company, in turn, looks to the undertakings 
whose shares it has acquired. 

It sometimes happens that instead of forming a new company, 
an existing undertaking, perhaps the largest of the companies ^ 
contemplating a fusion of interests, acquires the shares of the 
remaining concerns necessary to give control, and in this way 
a fusion of ownership is brought about through the larger con- 
cern, which then becomes the holding company. 

Cases also occur where a large undertaking, with a view 
to facilitating the carrying on of its business or for other reasons, 
forms one or more subsidiary companies to take over the assets 
and liabilities of certain sections or departments of the business, 
or even the whole business, taking as consideration for the r^et 
assets the shares of the subsidiary undertakings. This type 
of internal reorganisation can now be undertaken without 
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incurring the stamp duties which were formerly imposed 
(see Chapter XIV). 

An important question arises as to what shares in the sub- 
sidiary undertakings are necessary to obtain control. This 
naturally is a matter to be decided according to the circum- 
stances of each individual case and the rights of the various 
classes of shareholders. As a rule, however, at all events in this 
country, the acquisition of the ordinary shares, or a majority of 
them, would give effective control. This may be sufficient for 
the purpose in view of those who are carrying out the amal- 
gamation, though a three-fourths majority would in most cases 
be necessary to carry a special resolution, for example, to alter 
the articles of association of a company. As already mentioned 
nine-tenths of the total issued share capital of all classes would 
have to be acquired in order to take advantage of the stamp 
duty exemptions granted by the Finance Act, 1927. 

Position of Preference Shareholders with Special Rights 

In many companies preference shareholders have voting 
rights only when their dividends are in arrear or their capital in 
jeopardy, but in some cases they are entitled under the articles 
of association to attend and vote at all meetings; in other cases 
they are entitled to participate with the ordinary shareholders 
, in the surplus assets. Where they have voting or participating 
rights it may be necessary that in order that the holding com- 
pany may obtain effective working control of the subsidiary 
undertakings it should acquire a sufficient number of their 
preference shares or guarantee the preference dividends. 
Should it be necessary to acquire the preference shares, the 
difficulties of effecting the amalgamation may be increased, 
especially if, as so often happens, the preference shares are 
widely held. In that event the circularisation of the holders 
of#the shares becomes necessary and the larger the number of 
shareholders the more troublesome it may be to obtain the 
requisite number of assents to the scheme. 
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ORGANISATION OF DIRECTION AND MANAGE- 
MENT OF A HOLDING COMPANY 

After a holding company has acquired the ownership of one 
or more subsidiary undertakings, the work of reorganisation 
and co-ordination begins. One of the first problems is how to 
organise the direction and management of the combined enter- 
prise (the control being usually exercised through the holding 
company) so as to obtain the maximum benefits of amalgama- 
tion whilst retaining any advantages there may be in main- 
taining the separate identities of the constituent concerns. 
Some rearrangement of the directorates and managements of 
the various concerns is usually found necessary in order to 
achieve this object. 

If full use of the potentialities of amalgamation is to be made 
this matter must have the closest study by those responsible 
for the conduct of the holding company’s affairs. 

In considering the desirability of a fusion specific lines of 
possible improvement under combined ownership will no doubt 
have been perceived, but the opportunity for full consideration 
of the possibilities of the combined enterprise will probably 
first arise only when that ownership has become an accomplished 
fact. Careful consideration and study at this stage will often 
reveal new lines of organisation along which it may be desirable 
to proceed, and it is most important that the various factors 
should be carefully weighed before decisions are taken aff ecting 
the whole future of the enterprise under its new conditions. 

Each case has its peculiar circumstances and it is not possible 
here to deal with the many problems involved. It is, however, 
proposed to mention a few of the major considerations which 
frequently arise in approaching the matter from the new angle. 

The Extent to which Unification is Feasible 

One of the most important matters which arise in considering 
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this question is how far the directors of the holding company 
may reasonably regard the subsidiary companies for practical 
purposes, both as to direction and management, as being just 
as much parts of the parent company's business as if they were 
legally branches or departments of that business. The full 
benefits of amalgamation can usually be obtained only if the 
directors are in a position to view the business of the combine 
as a whole and to consider problems of organisation and finance 
from the same standpoint as that from which they would have 
approached the problems had a direct merger been effected. 

In order to bring about economies in production the direct- 
ors of the holding company may desire to transfer the whole or 
a part of the business previously done by one company to 
another or shut down or sell the factory of one subsidiary 
company and transfer the work hitherto carried on in that 
factory to the works of another subsidiary. This step may 
be in the interests of the combine as a whole, even if in some 
cases it may result in a diminution in the earnings or in losses 
being incurred by the individual subsidiary company whose 
business it is proposed to transfer. 

In another case, the directors may consider it in the inter- 
ests of the combine to pool the financial resources of all the 
constituent companies. The adoption of such a policy may 
involve the use of moneys legally belonging to a successful 
subsidiary for the purpose of discharging the obligations of 
another subsidiary which is in financial difficulties. 

In either of the foregoing cases, should there be any outside 
shareholders in the subsidiary company which as an individual 
entity is made to suffer for the good of the combine as a whole, 
those shareholders might find their interests prejudiced by the 
actions of the directors. Further, the interests of the creditors 
of the subsidiary company might also be affected prejudicially. 

* In circumstances such as have been described the directors 
of the individual subsidiary companies may, therefore, some- 
times be under an obligation to approach the problem of 
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organisation from a standpoint slightly different from that of a 
director of the holding company. If such a conflict of inter- 
ests does in fact arise, the directors would have to consider how 
far the policy of treating the combined businesses as a whole 
and dealing with the assets of the subsidiary companies as if 
they were branches of a complete merger is justifiable. 

It is sometimes possible to obviate difficulties in regard to 
outside shareholders when the interests of those shareholders 
consist of preference shares. This may be done by the holding 
company guaranteeing their dividends and capital rights. By* 
this means the directors of the holding company and of the 
subsidiary companies may obtain freedom to view the situation 
from the standpoint of the combine as a whole so long, at any 
rate, as the holding company remains solvent. 

Another course is either by negotiation or by using in appro- 
priate cases the machinery for compulsory acquisition referred 
to in^ Chapter II to acquire the shares held by outside interests 
in the subsidiary concerns. 

r If this is done and the subsidiary companies thus become 
wholly owned, the directors of the holding company, pro- 
vided they are satisfied that the rights of the creditors of the 
individual companies are adequately protected (for example 
by the holding company's own ability and willingness to meet 
their claims), can for practical purposes ignore the legal 
position and deal with the undertakings and assets of the 
constituent companies as if they were branches or departments 
of one merger company. 

In considering how far this policy may reasonably be applied in 
practice each casemust obviously be considered on its own merits, 
and if necessary the holding company's legal advisers should 
be brought into consultation before any action is taken. 

Composition and Work of Boards of Directors 

The board of the holding company often consists of one or 
more directors concerned in the management of each or certain 
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of the subsidiaries together with one or two directors who are 
not concerned in the management at all. 

It is usual for the holding company's board to direct the 
policy and operations of the consolidation as a whole, and, 
subject to the rights of outside shareholders to representation 
on the boards, to appoint nominees of the holding company to 
be directors of the subsidiary companies. The subsidiary com- 
panies, whilst retaining their legal status as separate entities, 
are thereby in effect directed in a large measure in the same way 
as if they were integral parts or branches of the holding 
company. 

Where the subsidiary companies are not of such a size or the 
outside interests so important as to make desirable a different 
constitution of the boards of the subsidiary companies, advan- 
tages may accrue from the appointment of the holding com- 
pany itself and its managing director (s) as the only directors 
of each subsidiary. If the Memoranda and Articles of Associa- 
tion of the companies permit, there appears to be nothing in 
law to preclude the appointment of the holding company as a 
director. When this course is followed the holding company 
would also be appointed as manager of the subsidiaries and in 
effect would control their activities through its managing 
director(s), subject to the general supervision of the parent 
board and within the limits of discretion granted by the 
parent board to the managing director(s). 

It is more usually found in practice, however, that where 
appropriate conditions exist, having regard to the size of the 
whole combine and the peculiar circumstances of the case, 
considerable advantages accrue from the appointment of identi- 
cal directors to the boards of the subsidiary and parent con- 
cerns. In such cases the board of the holding company would 
deal with the different subsidiary companies as departments of 
the whole enterprise and would constitute itself a board of an 
individual subsidiary company only for formal legal purposes. 

If the combine were too large for identical boards to be 
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appointed, or, if there were other circumstances rendering such 
a course unadvisable, the board of the holding company might 
retain for itself the right to dictate matters of common interest 
and broad outlines of policy, and would appoint boards of 
directors of the subsidiaries which would generally include one 
or more members of the parent board. 

These subsidiary boards of directors would be responsible 
to the holding company for working out and deciding any 
matters of policy within the limits of the discretion prescribed 
by the parent concern, and, except in any respects in which" 
contrary instructions were received from the holding com- 
pany, for controlling the managements of their respective 
businesses. 

It is obviously desirable not to make the board of the holding 
company so large as to be unwieldy and in a large undertaking 
some system of delegation becomes essential. At the same time 
the board of the parent concern must be kept in touch with the 
activities of its component units, and in a position, through the 
receipt of reports, statistics and accounts prepared on compara- 
tive bases, to judge of the effectiveness with which the boards 
of the subsidiary companies perform the duties allotted to 
them. 

Cases are not unknown where, although the holding company 
owns a large majority of the ordinary shares, it has been found 
unadvisable, on grounds of policy or from personal or other 
causes difficult to deal with, to exercise any real control at all 
over the affairs of a subsidiary undertaking which may thus 
carry on its business exactly as it has always done and without 
any regard for the real interests of the merger. This state of 
affairs does not as a rule last for long, and the time soon comes 
when the paramount interests of the consolidation make it 
incumbent upon the board of the holding company to deal with 
the situation and to bring the control of the affairs of the 
subsidiary concerned into conformity with the requirements 
of the organisation as a whole. 
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Organisation of Management 

In deciding on the form of management organisation to be 
adopted the board of the holding company is frequently con- 
fronted with a matter of some complexity. The correct solution 
of the problem turns on a variety of circumstances, the condi- 
tions of operation and the size and nature of the associated 
undertakings, the suitability of the available personnel, the 
extent to which centralised buying, selling or accounting may 
be desirable, possibilities of specialisation of plant or business, 
and so on. All of these must be closely studied if the best 
results are to be obtained. 

If the holding company itself and its managing director(s) 
were appointed as the only directors and the holding company 
as manager of each subsidiary company, the actual work of 
management of the subsidiaries would be carried out by the 
officials of the holding company who would report to the parent 
board through the managing director(s) of the holding com- 
pany. Thus the actual operations of each subsidiary would be 
directly controlled by the holding company. 

Where the boards of all companies are identical, the manag- 
ing directors or general managers of the individual concerns 
would report direct to the holding company board unless it 
were decided to appoint managing directors or an executive 
committee of the board for the combined enterprise. In the 
latter event the local managing directors or managers would 
report to the managing directors or executive committee of the 
holding company who would present their report to the board 
on the business as a whole and be responsible for carrying out 
the decisions of the board as if they were managing directors of 
each company. 

In some circumstances it is found to be desirable to organise 
the management partially along functional lines, e.g. under 
departments rather than by companies where centralised 
management of, say, sales or purchases, is decided upon. In 
these cases the heads of therespective departments instead of the 
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officials of the individual companies would be responsible and re- 
port to the board of the holding company or its managing direc- 
tors or executive committee of the board as the case might be. 

Where, however, the boards of all the companies are not 
identical, the management of each company would as a rule be 
under the control of its own board, to which it would report. 
This might be convenient in the case of those large organisa- 
tions where delegation of control through subsidiary boards was 
found to be a condition precedent to success. In the smaller 
combines it might be desirable that the managing directors of 
executive committee of the board of the holding company 
should be given special duties in relation to the management of 
the subsidiaries. This could sometimes be achieved by ap- 
pointing the holding company officials to positions in the 
subsidiary companies giving them the right to perform such 
duties. Obviously any powers given to holding company 
officials which might conflict with the duties of the boards of 
the subsidiaries would require to be carefully defined, as other- 
wise difficulties would inevitably arise. At the same time 
elasticity in business' management must be retained as far as 
possible and the avoidance of “ regulations ” of a character 
restricting initiative to an undesirable extent should be avoided. 

The Transitional Period 

In the period of reorganisation which should follow a merger 
of interests it is as desirable in the case of a holding company 
as in one of a complete merger to arrange the changes in stages 
which disturb as little as possible the power of the combine 
to supply its customers and minimise the effect at any one time 
of changes in the personnel of the business. Close study of 
requirements and possibilities, careful planning of changes and 
the stages through which the organisation shall pass in moving 
towards the final form selected for it and the scrupulous avoid* 
ance of any step which might unduly restrict initiative oi 
diminish flexibility, are of the utmost importance if business 
is not to be impeded and customers disturbed by the changes. 
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TRADING AND NON-TRADING COMPANIES 

There are, broadly, two classes of holding companies. The 
first class is that of the trading companies — those which, in 
addition to holding controlling interests in and directing the 
affairs of other companies, themselves carry on a trade or busi- 
ness. The second class is that of the non-trading companies — 
Which by their regulations have no power to carry on a trade or 
business other than the holding of investments, and whose sole 
functions are to hold the shares and direct the operations of the 
subsidiary companies and to receive and re-distribute the 
dividends declared by those companies. 

A holding company which itself carries on trading would 
naturally have in its balance sheet, in addition to the shares in 
and accounts with the subsidiary undertakings, assets of the 
character usually held by trading concerns, such as buildings, 
plant, stocks, debtors, cash and so forth, while in the case of 
the non-trading holding company, practically the only assets 
would be the holding company's interest in subsidiary concerns 
in the form of investments in shares and any advances on 
loan or current account. 

There are important differences between these two classes 
of holding company from the standpoint of taxation. These 
are dealt with in Chapter XIV. 

There may be a question whether there is any difference 
between the two classes of company in their legal position in 
regard to writing down the cost of investments in subsidiary 
undertakings before the payment of dividends, assuming that 
the shares have diminished in value owing to trading losses 
since they were acquired. 

•In the case of the non-trading concern it would seem that, 
although such a course might be practically desirable, the 
holding company is not under a legal obligation to write 
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down the cost, inasmuch as the investments would be regarded 
as capital assets (or fixed capital), and the decision in Venter v. 
General Commercial Trust would apparently hold good. 

With the trading concern, on the other hand, however great 
may be the practical considerations in favour of writing down 
the value of the investments, the legal position is not so clear, 
and so far as the writer is aware, has not been definitely decided 
by the courts. It is probable, nevertheless, that the manner in 
which the investments in subsidiary companies are stated in the 
balance sheets of holding companies would show that in thb 
vast majority of cases these investments have been regarded as 
fixed assets, though it should be mentioned that unless the 
method of valuation is given they would appear to be regard- 
ed as floating assets. In so far as the investments are regarded 
as fixed assets the decision referred to above would probably 
apply in these cases also. 

The Company Law Amendment Committee which reported in 
192S dealt with the position of holding companies in general 
terms as follows : — 

“ In law there is nothing to prevent a holding company from using 
the dividend received from profit-making subsidiaries in order to pay a 
dividend on its own shares without taking into account losses suffered 
by other subsidiaries, and the effect of this may be that the holding 
company is paying a dividend at a time when the group as a whole is in 
debit on the year’s working. Although this practice may in general be 
unsound, particularly if it is continued for any period, we do not think 
that any case has been made for prohibiting it altogether. On the other 
hand, we consider that shareholders and others concerned are entitled 
to know whether the dividends proposed to be declared by the holding 
company are justified by the results of the group as a whole.” 

The Companies Act, 1929, which was based largely on the 
recommendations of the Committee, gives no explicit directions 
as to the method of dealing with the results of subsidiary com- 
panies which have incurred trading losses ; it merely requires 
the directors to attach to the balance sheet a statement show- 
ing how the profits and losses of subsidiary companies haVe 
been dealt with. 

The exact legal position in the different classes of trading and 
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non-trading holding companies is thus little clearer than when 
this book was first published. In any event the remarks 
which follow deal with the position of both classes of companies 
from a'n accountant's point of view and without regard to the 
possible legal position in any particular case which would 
require detailed consideration and possibly special treatment. 

It may perhaps be mentioned here that the requirements of 
the Act relating tq the statement regarding subsidiary com- 
panies do not appear to have achieved the object mentioned 
in the last sentence quoted above from the Committee's report., 
inasmuch as actual figures of profits or losses need not be given. 
According to the opinion of counsel quoted in the footnote to 
Chapter I the statement is to deal with the profits and losses 
of the subsidiary companies for the year coinciding with or 
ending within the accounting period of the holding company ; 
if this is a correct interpretation of the Act it would not be 
legally obligatory for the directors to deal in the statement with 
the accumulations of profits or losses in the accounts of the 
subsidiary undertakings. Where the net balance of such 
accumulations is material the disclosure of the position may 
well be necessary, however, for a proper understanding of the 
holding company's accounts. In such a case the directors 
would be well advised to deal with the situation by reporting 
on the matter in their statement annexed to the balance sheet, 
rather than leave the auditors to comment upon the accumu- 
lations in their report. The question is discussed further in 
Chapter IX. 
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METHODS OF PRESENTING ACCOUNTS 

The balance sheet ot every holding company giving the 
information prescribed by the Companies Act, 1929, must, like 
the balance sheet of every other company incorporated under 
the Companies Acts, be prepared and submitted to the members 
once at least in every year. This rule applies to both public 
and private holding companies, the only distinction being that 
the latter are not obliged to file their accounts with the Regis- 
trar of Joint Stock Companies, nor, unless so prescribed by 
their Articles of Association, are they required to circulate the 
balance sheet to the members. A member of a private com- 
pany can, however, obtain a copy of the balance sheet on 
payment. 

The regulations of companies usually also require the profit 
and loss account to be circulated to the members. The Act 
itself only requires such an account to be laid before the com- 
pany in general meeting and in the absence of special articles 
it would not appear to be compulsory to circulate it. 

The balance sheet prescribed by the Act, which is referred 
to hereafter as the "legal” balance sheet, must treat the hold- 
ing company's interests in subsidiary undertakings as an r 
investment (Section 125 of the Companies Act, 1929) and must 
not consolidate the assets and liabilities of those undertakings 
with those of the holding company. 

This regulation is in accordance with the recommendations 
made by the Company Law Amendment Committee whose 
report in regard thereto was as follows : — 

u The position of holding companies with particular reference to the 
form of their accounts has been much discussed before us and the 
evidence discloses a considerable divergence of views on the subject 
among both commercial men and accountants. Complaints have Un- 
doubtedly been heard from shareholders in such companies that the 
information given to them by the accounts of the holding companies is 
unintelligible without fuller details as to the position of the subsidiary 
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and associated companies. Some witnesses take the view that the 
publication of a consolidated or combined balance sheet for the whole 
group of companies should be made compulsory. We do not agree with 
this. Many holding companies have adopted the practice already and 
we consider that the matter should be left to the shareholders to make 
such requirements as to the form of their company’s accounts as they 
may think proper. It is often forgotten that it may be m the best 
interests of the shareholders themselves that the accounts should be in a 
certain form, and we consider that undue interference by the Legislature 
in the internal affairs of companies is to be avoided, even if some risk of 
hardship in individual cases is involved.” 

It will be seen from the foregoing extract that the Committee 
Mt that as far as possible a company's right to determine for 
itself the form in which its accounts should be published should 
not be interfered with by Parliament. For this reason it took 
the view, which Parliament subsequently endorsed, that 
whilst a legal balance sheet treating the shareholdings in sub- 
sidiary companies as investments must be published, the publi- 
cation of a consolidated balance sheet showing the combined 
position of a holding company and its subsidiary companies 
should not be made compulsory. 

It may be of interest to note that the Companies Act, 1934, 
of the Dominion of Canada, which in its accounting sections is" 
largely modelled on the British Act, allows holding companies 
the option to determine for themselves whether they will 
publish their balance sheets in the “ legal ” form (i.e., treating 
* interests in subsidiary undertakings as investments) or publish 
consolidated accounts. In this direction the Dominion Parlia- 
ment appears to have been prepared to allow a greater measure 
of discretion to companies than the British legislature con- 
sidered desirable. 

The British Act prescribes that certain special information 
must be given in the legal accounts of holding companies. 
These rules, which have been set out in detail in Chapter I, 
fix the minimum amount of information which must be given 
rather than the amount which it may be desirable to give in 
any individual case. Shareholders rarely interfere with the 
discretion of directors in determining what information over 
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and above the minimum is desirable, and the responsibility 
for settling the nature and extent of the information to be given 
in the published accounts therefore rests largely with the direc- 
tors. In reaching their decisions on the matter, directors are 
usually guided by their own judgment as to what is appropriate 
in the circumstances of their companies, and accordingly the 
accounts of some companies are much more informative than 
those of others. 

Having reached their decision as to the information to be 
given in the balance sheet, the directors must then prepare arid 
annex a statement showing how and to what extent the profits 
and losses of subsidiary companies have been dealt with. 
(Section 126.) The requirements in connection with this 
statement are dealt with in some detail in Chapter IX. 

Most accountants consider that it was a wise decision that 
every company should be obliged to publish a balance sheet 
showing its own position as a separate legal entity and that the 
publication of a consolidated statement should not be accepted 
as a substitute therefor. Many think, however, that the 
obligatory supplemental information which has to accompany 
the legal balance sheet should be extended and that in this 
respect too large a measure of discretion has been left by 
Parliament to directors. In certain respects, as will be seen 
later, this opinion would appear to be justified. 

Methods of Supplementing Legal Accounts 

Directors sometimes feel that by submitting only the legal 
accounts with the prescribed supplementary information to 
their members they are serving best the true interests of the 
business and this no doubt often represents an accurate appre- 
ciation of the position. In other cases directors supplement 
the legal accounts by the publication of statements giving a 
greater measure of information than the statute demands. ' 

There are, speaking generally, three methods of presenting 
this additional information, -which, however, must be regarded 
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only as supplementary to and not in substitution for the legal 
accounts, viz : 

(i) By the publication simultaneously of the separate 
balance sheets and profit and loss accounts of all the 
subsidiary companies. 

(ii) By the publication of a statement giving a summary of 
the aggregate assets and liabilities of all the subsidiary 
undertakings taken together. 

(iii) By the publication of a statement in the form of a 
consolidated balance sheet of the whole undertaking, 
amalgamating the assets and liabilities of all the sub- 
sidiaries (and sub-subsidiaries) with those of the holding 
company and a ' consolidated profit and loss account 
embracing the profits and losses of all the companies. 

If the holding company does not own the whole of the capital 
of the subsidiary companies the separate statement and Con- 
solidated balance sheet referred to in (ii) and (iii) above should 
show as a liability the total interests of all outside shareholders! 
These may include the whole or a number of the preference 
shares and also any outside interests in the ordinary share 
capital, reserves and profit balances. 

Sometimes, instead of showing the minority interests in 
subsidiary companies as a liability as indicated above, only the 
portions of each asset and liability of the subsidiary companies 
attributable to the capital held by the holding company are set 
out. This procedure is not to be recommended, and gives rise 
to some peculiar results, as will be seen later. 

Preliminary Draft Balance Sheets in Appendix I 

It is now proposed to consider the advantages and disadvan- 
tages of presenting the published accounts in the different ways 
mentioned above, the results thereby obtained and some of the 
more important points which arise in connection therewith. 
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In order to enable this to be followed the more readily an 
example is given in Appendix I of balance sheets of a holding 
company and four companies, referred to as A., B., C. and D. 

It will be noted that these accounts are all described as 
preliminary draft balance sheets, for the reason that they are 
not drawn up in the form in which they would necessarily be 
published, but have been drafted so as to give sufficient 
details to illustrate some of the points to which reference will 
hereafter be made. 

For the present purpose it is assumed that the four subsidiary 
undertakings are all managed and controlled by the board of the 
holding company or by their nominees on the boards of the four 
undertakings. 

The balance sheet of the holding company shows that it owns 
one-half of the total preference share issue and nine-tenths of the 
ordinary shares of Subsidiary Company A., as well as 17,400 out 
of 17,500 shares of Subsidiary Company B., and just over one- 
half of the shares of Subsidiary Company D. Some of these have 
been acquired at a premium and some at a discount. 

Subsidiary Company B. owns the whole of the 2,600 ordinary 
shares of Company C. and as there are no special voting rights 
attaching to the preference shares of that company (held by out- 
side shareholders) Subsidiary B. controls Company C. By 
virtue of its control of Subsidiary B., the holding company 
has in fact the control of Company C. but this does not make the 
latter a subsidiary of the holding company within the meaning 
of Section 127 of the Companies Act, 1929. 

Sub -subsidiary Company 

The first condition laid down in the definition of a subsidiary 
company in that section is that shares must be held by the 
parent concern. This condition is not complied with by the 
holding company in the example in the Appendix, and there- 
fore as a company controlled through a subsidiary company 
Company C. falls into a special category for which no special 
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legislative provision is made in the Act. From a practical 
standpoint a company of this character is clearly a subsidiary 
undertaking of the holding company and for the purposes of 
this book the term “ Sub-subsidiary Company ” has been 
adopted to describe it : the omission to bring such companies 
within the scope of the Act as subsidiary companies may be 
regarded as one of those matters to which attention might 
well be given on any revision of the law. 

Shares in Holding Company held by Subsidiary 

It will also be seen that Subsidiary Company B. owns a 
block of shares in the holding company. Instances of sub- 
sidiary companies owning shares in their parent company are 
not very frequently met in Great Britain and are usually 
found only where the subsidiaries have had the shares among 
their investments at the time when their own shares were 
acquired by the holding company ; this was the case with 
Subsidiary Company B. 

Had the block of shares owned by Subsidiary B. in the holding 
company been sufficiently large (whether with or without voting 
rights) or had there been voting rights attaching to the shares 
held by Subsidiary B. sufficient to give control of the holding 
company, the anomalous position would have arisen that the 
holding company would have become a subsidiary of its own 
subsidiary company within the meaning of the Companies Act, 
1929. Strange as it may seem, cases of this character have 
actually been encountered in practice. 

Subsidiary A in Appendix I 

Dealing further with the preliminary draft balance sheet of 
the holding company, considerable advances (some of which are 
secured in the form of debenture stock) have been made to 
Subsidiary A. and commitments have been entered into on 
behalf of that concern. 

Attention is also drawn to the reserve, which includes a sum 
of £120,000 for premium on the issue of ordinary shares of the 

D 
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holding company given in payment for the ordinary shares 
acquired in Subsidiary A., while the profit and loss account 
shows that its net profit includes a considerable dividend from 
Subsidiary B., but no dividend whatever from Subsidiaries A. 
or D. The holding company has, however, made a profit on the 
sale of goods purchased from Subsidiary A., and taken credit for 
interest charged against that company on advances, while its 
own trading shows a loss of £280,000. Taken as a whole, there 
is a substantial profit shown, and the preliminary draft balance 
sheet appears to reveal a flourishing state of affairs. 

A glance at the balance sheet of Subsidiary A. shows that this 
company has made heavy losses and has had to borrow sub- 
stantial sums from the holding company and Subsidiary B., 
besides having other large outstanding creditors. The greater 
portion of its stocks on hand has been acquired from Subsidiary 
B. at a substantial profit to the latter. Generally the balance 
sheet of Subsidiary A. shows a bad position. 

Subsidiary B in Appendix I 

r 

With regard to Subsidiary B., it is obvious on looking at 
the figures that this is the company which is responsible for the 
large profits, the greater part of which has been paid away in 
dividends to the holding company. It will be noticed that 
since the date of the purchase of this company's shares by the^ 
holding company, a considerable dividend has been paid out 
of the surplus existing at that time. The shares held by this 
company in Company C. and in the holding company have 
been acquired at a premium, but the debenture stock of the 
holding company has been acquired at a discount. Subsidiary 
B. has also made advances to Subsidiary A. 

Sub -subsidiary C in Appendix I 

The special points in connection with Company C. are that 
the preference shareholders are not entitled to vote except in 
special circumstances but are entitled to participate with the 



METHODS OF PRESENTING ACCOUNTS 35 

ordinary shareholders in the surplus on a winding-up. The 
capital and dividends of the preference shareholders have been 
guaranteed by the holding company presumably with the 
object of enabling the latter, through its control of Subsidiary B. . 
to deal more freely with the assets and business of Company Q. 

As already mentioned the latter company, though legally 
a subsidiary of Company B. and not of the holding company, 
is from a practical standpoint none the less controlled by the 
holding company. 

Subsidiary D in Appendix I 

In the case of Subsidiary D., the draft balance sheet included 
is dated 30th November 1933 : the reason for this is that no 
accounts of that company for 1934 had been received. There 
was owing to Subsidiary D. by the holding company at 30th 
November 1933 the sum of £10,000 which is also the balance 
shown by the preliminary draft balance sheet of the holding 
company as at 31st December 1934. Apart from this. Sub- 
sidiary D. does not call for special comment at this stage. 

It is of interest to note that had Subsidiary D. or either 0 *. 
the other subsidiary companies been incorporated abroad or by 
Royal Charter or special statute the company concerned would 
not have been excluded from classification as a subsidiary com- 
pany under Section 127 of the Companies Act, 1929. 

An amended draft balance sheet of the holding company 
which more correctly sets out the real position is given and will 
be referred to later. 

A preliminary summary statement of the surplus assets of 
the four companies A., B., C. and D. is also given, as well as a 
detailed consolidated balance sheet and profit and loss account 
of the holding company and the subsidiary undertakings show- 
ing the workings in full, so that anyone who desires to see how 
tho figures have been put together may be able to do so readily. 
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METHOD (I)— THE LEGAL BALANCE SHEET 

To publish only the Holding Company’s own legal Balance Sheet show- 
ing its interests in subsidiary companies as an investment together with 
a Profit and Loss Account. The Balance Sheet would have annexed a 
statement showing how and to what extent the aggregate profits and 
.losses of subsidiaries have been dealt with in the accounts. 

Prior to the passing of the Companies Act, 1928 (now in- 
corporated in the Companies Act, 1929), there were no legal 
enactments under the Companies Acts as to the form in which 
the annual or other balance sheets of companies should be 
presented. Thus, except in so far as the matter was dealt with 
in the Articles of Association of a company or by special legis- 
lation (as for instance in the case of assurance companies) it was 
left to the directors to determine the form in which the accounts 
of their company should be submitted to the members. 

"Under the Companies Act, 1929, the presentation of an 
annual balance sheet and profit and loss account is compulsory 
for all companies governed by the Act and there are provisions 
in regard to the information which is to be set out in the balance 
sheet. These general provisions apply to all companies incor- 
porated under the Companies Acts, but it is not proposed to go 
into them here. 

Special Information to be given in Legal Accounts 

The 1929 Act also contains special provisions under which 
holding companies must give additional information in regard 
to certain items in their published accounts. 

These special provisions which are examined in some detail 
later may be summarised briefly as follows — 

{a) Shares in subsidiary companies. 

( b ) Amounts owing from subsidiary companies. 

The aggregate amount of the shares in and amounts owing from sub- 
sidiary companies (distinguishing between shares and indebtedness) 
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must be set out in the holding company’s legal balance sheet separ- 
ately from its other assets (Section 125) . 

(c) Amounts owing to subsidiary companies. 

The aggregate of any amounts owing to subsidiaries by the holding 
company must also be shown in the legal balance sheet separately from 
all the other liabilities (Section 125). 

( d ) Statement in regard to subsidiary company results. 

Under Section 126 (1) of the Act a holding company is required to 
annex to its legal balance sheet a statement signed by the persons who 
sign the balance sheet stating how the aggregate profits and losses of 
subsidiary companies (made up to a date within the period covered by the 
holding company's accounts) have been dealt with for the purpose of 
those accounts. 

In particular the statement is to show how and to what extent (i) 
provision has been made for the losses of a subsidiary in the accounts 
of the subsidiary or the holding company or both, and (ii) subsidiary 
company losses have been taken into account by the directors of the 
holding company in arriving at the profits and losses of the holding 
company as disclosed in its accounts. 

The actual amount, however, of the profits or losses of any sub- 
sidiary or of any part of such profits or losses dealt with in a particular 
manner need not be specified. 

(e) Qualifications in reports of auditors on balance sheets"" of 
subsidiary companies. 

If the report of the auditors on the balance sheet of a subsidiary* 
company is qualified, particulars of the qualification must be given in 
the statement referred to in ( d ) above appended to the balance sheet of 
the holding company (Section 126 (2) ). 

(/) Where information regarding subsidiaries is not available. 

If for any reason the directors of the holding company are unable to 
obtain the information necessary for the preparation of the statement 
referred to in (d) above, they are to annex to the balance sheet a 
statement to that effect (Section 126 (4) ). 

(g) Particulars of directors' remuneration. 

The total of the amount paid to the directors as remuneration for 
their services, which under Section 128 of the Act is to be shown in the 
accounts laid before the company in general meeting (i.e. not neces- 
sarily circulated to members unless prescribed by the company’s regu- 
lations), must include all fees and emoluments paid to or receivable by 
them by or from any subsidiary company. 

Advantages and Disadvantages of Publishing only the 
Legal Accounts 

The presentation of a balance sheet in the legal form enables 



HOLDING COMPANIES 


38 

the holding company to be viewed as a separate legal entity 
without complicating the position by the introduction of assets 
and liabilities of other companies, which although controlled 
by the holding company are nevertheless conducting business 
from a legal standpoint as separate concerns. 

From the creditors" point of view a balance sheet prepared 
in this way is essential to enable them to form an opinion of 
the financial condition of the company against which they would 
have to proceed if occasion arose. 

Again, if the holding company wanted to raise money on 
debentures or shares with a charge upon its own assets, it 
would find it necessary to prepare a balance sheet showing its 
own assets and liabilities alone before an accurate opinion of 
the security offered could be formed, although it might need to 
be supplemented by a statement of the net surplus assets of the 
associated undertakings. 

The presentation of a holding company’s balance sheet in 
the separate or legal form has the effect of limiting the informa- 
tion supplied in some directions, and it may be possible to 
regard this limitation as an advantage. Some would say, 
however, that the limitation is a distinct disadvantage, because 
directors should be induced to disclose to the members as 
much information as possible not only in connection with the 
concern in which the members are directly interested but also<~ 
with the subsidiary companies in which their interest may be 
just as great although it is indirect. There is doubtless truth 
in this but it is also fair to say that the use of the legal balance 
sheet without amplification to some extent enables the directors 
where necessary to avoid the disclosure of vital information 
to competitors regarding the interests in subsidiary under- 
takings. 

There is no doubt that the question of disclosure to competi- 
tors is of considerable importance and is often the deciding 
factor in considerations as to whether any change in the form 
of the published accounts shall be made. Shareholders as a 
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rule rely to an almost unlimited extent upon the advice tendered 
to them by the board of directors when such matters come 
forward for discussion. 

Case's are not unknown where directors have seized on the 
alleged danger in disclosure to competitors as an excuse for 
concealing from the shareholders information to which they 
might well have had access without the affairs of their com- 
pany being prejudiced in any way. Where information can 
be given with safety, disclosure is often found to bring advan- 
tages to the company. In recent years the directors of some 
important companies have recognised this and have given 
more information ; in others the shareholders themselves have 
awakened to their true interests in the matter and have asked 
for details. It must be admitted, however, that there still 
seems scope for a considerable advance in this direction by 
many undertakings. The legal accounts as prescribed by law 
are not always drawn up in such a way as to disclose facts 
which might with advantage be disclosed to the shareholders 
without in any way damaging the interests of the company. 

The legal obligation which exists to show interests in sub- 
sidiary companies separately in the balance sheets of holding 
companies and to publish certain information of a limited 
character as to the results of those companies is useful if only 
as a step in the right direction. It does not, however, alto- 
gether recognise the practical nature of the relationship which 
so often exists between the holding company and its subsidiaries 
and sub-subsidiaries. Inasmuch as the parent concern merely 
owns the shares in its subsidiaries and not the assets of those 
concerns, it is difficult, of course, to justify such a recognition 
on legal grounds, but from a practical business standpoint the 
parent company does in many cases virtually own and actually 
control the surplus assets of its subsidiary concerns which the 
shares represent. 

Where outside interests are not prejudiced it is by no means 
uncommon for the liquid resources of subsidiary comp ani es to 
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be transferred to the parent company : in a large organisation 
this centralisation of finance is often necessary if the advantages 
of amalgamation are to be realised in full. 

From this standpoint, therefore, there is much to be said in 
favour of amplifying the information supplied in the legal 
accounts, so as to give an indication of the financial position of 
the combined enterprise or of the combined subsidiary enter- 
prises viewed as one entity. This should be done in those cases 
where it is considered by the directors that the legal accounts 
of the holding company do not in themselves give a full and 
fair statement of the position, as without such supplementary 
information the shareholders and creditors might be left in 
ignorance of the way in which their money was being employed, 
the profits or losses which subsidiary companies were making, 
the extent of the financial commitments of subsidiary companies 
ranking in priority to their own claims, and so on. 

Shareholdings in Subsidiary Companies — How to be Set 
Out in Balance Sheet 

It will be seen from Section 125 of the Act that where any 
of the assets of a company consist of shares in or amounts 
owing by subsidiary companies, the aggregate amount of those 
assets (distinguishing shares and indebtedness) must be set out 
in the balance sheet separately from all other assets. 

The necessity for this requirement is clear when the pre- 
liminary draft balance sheet of the holding company in Appen- 
dix I is considered. Had the investments in British Govern- 
ment securities, etc., been included in the balance sheet under 
the same heading as the investments in subsidiary concerns it 
would clearly have been misleading if for no other reason than 
that Government stocks are of a readily realisable character 
probably acquired by way of temporary investment of cash 
resources, whereas investments in subsidiary concerns are ndt 
usually held for purposes of re-sale but are intended to be held 
and used for the purpose of earning profit. 
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Shareholdings in Subsidiary Companies are generally 
Fixed Assets 

Except in rare cases, such as where a finance company 
temporarily acquires a controlling interest in another concern 
which is being disposed of immediately in the ordinary course 
of its business, or possibly when the assets of the subsidiary 
concerns are entirely of a current nature, investments in sub- 
sidiary companies would generally be regarded as being of the 
nature of fixed assets. * 

Section 124 of the Companies Act, 1929, requires a distinction 
to be made in the balance sheets of all companies between fixed 
and floating assets and the balance sheet must also show how 
the values of the fixed assets have been arrived at. In the 
case of a holding company, except in the rare instances just 
mentioned, it will therefore generally be necessary to indicate the 
basis on which the shareholdings in subsidiary companies have 
been valued for balance sheet purposes. Should no such* in- 
dication be given it might be inferred that the shareholdings 
are regarded by the directors as being of the nature of current* 
assets. 

Description of Basis of Valuation 

A form of wording suitable for stating the basis of valuation 
in the special circumstances of the case used in the illustration 
is shown in the amended draft legal balance sheet of the holding 
company set out in Appendix I. The shares are there described' 
as <f at cost ” and a “ Reserve for Losses of Subsidiary Com- 
pany ” is shown as a deduction from the aggregate book value 
of the shares in and indebtedness of subsidiary companies. 
The actual words which should be used to indicate the basis of 
valuation vary with the circumstances : thus if the losses were 
actually written off the shares would usually be described as 
“ at cost less amounts written off.” 

Whether the names of the various subsidiaries and the 
numbers and denominations of the various shares held therein 
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should be set out fully on the face of the holding company's 
balance sheet (a matter on which the Companies Act gives no 
specific direction) depends on the circumstances of each case. 
In some companies the disclosure of this information "might 
be both useful and desirable whilst in others it might afford no 
great aid to an appreciation of the holding company's position. 
In some circumstances disadvantages might accrue to the com- 
pany through the disclosure of the information to competitors. 
The law only requires the aggregate amount of the shares in 
and indebtedness of subsidiary companies to be shown and the 
directors of the holding company have to decide whether their 
company’s circumstances make it desirable or otherwise to 
amplify this by giving details. 

Examples taken from published balance sheets showing the 
manner in which information as to shareholdings in subsidiary 
companies has been set out in practice are given later in this 
chapter. 

Amounts Owing from Subsidiary Companies: How to be 
Set Out in Balance Sheets 

Another important matter is the treatment of loans and 
advances to or debit balances on current or other accounts with 
the subsidiary undertakings. 

As mentioned previously the holding company's legal 
balance sheet now has to show the aggregate amount of the 
indebtedness of such companies separately from all other assets. 
The law further requires an obviously desirable distinction to 
be made by all companies between fixed and floating assets. 
Consequently, in preparing their balance sheets, the directors 
of a holding company should, where possible, distinguish be- 
tween advances to and other amounts of a permanent or quasi - 
permanent nature owing by their subsidiaries and those which 
they regard as current assets. They should also state the ba*sis 
of valuation of the fixed asset portion of the amounts so owing. 
Should no such statement be given it might be inferred that the 
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account is considered to be of the nature of a current or floating 
asset. 

This distinction between the fixed and current indebtedness 
of subsidiary companies is of some importance if the balance 
sheet of the holding company is to reflect as far as possible the 
liquid financial position of the concern. 

It may be thought that the indebtedness of a subsidiary 
company should always be regarded as a current asset, because 
there is nothing to prevent the subsidiary company from making 
fresh capital arrangements to enable it to repay the advance by 
the parent concern when that is considered desirable : this may 
be true in theory, but in practice, unless some such step is 
already in course of being taken, it is clearly undesirable to 
describe as a floating asset a debt that can only be collected 
after the debtor has made new financial arrangements. 

Subsidiary companies which are extending their businesses 
are often financed by means of loans from the holding company 
rather than by the raising of additional capital. The amounts 
owing by them to the parent concern may thus represent loans 
obtained to meet capital expenditure (which may not be realis- 
able for a long period if at all) or for the purpose of financing 
the repayment of capital liabilities such as debentures, the 
meeting of trading losses, or the carrying of larger stocks, etc. 
Loans of this character could not be regarded as current assets 
from the standpoint of the holding company. 

Distinction between Fixed and Current Indebtedness 

In considering how the indebtedness of subsidiary companies 
should be divided as between fixed and current assets in prepar- 
ing the legal balance sheet of the holding company it therefore 
becomes necessary to consider what the various balances 
actually represent in the subsidiary companies and whether 
they can be immediately repaid out of the net current assets 
of those companies. In many cases the indebtedness to the 
holding company is as much a part of the fixed capital of 
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the subsidiary company as that represented by shares in the 
hands of the parent company, and where this is so it should 
clearly not be treated as a current asset in the balance sheet 
of the holding company. 

Speaking generally, the “ fixed asset ” category should be 
considered as comprising not only debentures and debenture 
stocks of subsidiaries held as investments by the parent com- 
pany and loans secured collaterally by such holdings or granted 
for purposes of capital expenditure or development, but also 
all amounts owing by subsidiaries which are not expected to be’ 
paid in the ordinary course of business. In setting out such items 
in the legal balance sheet it is not necessary to use the descrip- 
tion " fixed assets ” but merely to show them in such a way as 
to indicate that they are not in the category of current assets. 

Only such amounts as may reasonably be expected by the 
directors to be paid in the ordinary course of business could 
properly be regarded as of a current character. 

In practice it is not always possible to determine what portions 
of the indebtedness of subsidiary companies should be regarded 
respectively as fixed and current and it sometimes becomes neces- 
sary to group the balances under some heading such as “Loans 
to and Current Accounts of Subsidiary Companies — at cost.” 

Amounts owing by Subsidiary A 

In the example in Appendix I it will be seen that from a 
practical standpoint the bulk of the amounts owing by Sub- 
sidiary A. to the holding company is represented by losses or 
fixed assets. 

Although from a legal standpoint the holding company 
would be entitled to rank with the outside creditors after 
discharge of the debenture stock if Subsidiary A. should be 
liquidated, it might not be in the interests of the holding 
company that this subsidiary should be placed in Hquidatioif. 
That this is so appears to be indicated by the item “ Stocks ” 
in the balance sheet, which suggests that Subsidiary A. is an 
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important outlet for the goods of Subsidiary B. For business 
or other reasons it is possible, therefore, that the holding com- 
pany might decide to make itself responsible for the payment 
of the' outside creditors of Subsidiary A. and far from receiving 
money might have to increase largely the amount of its advances 
to that company. Clearly it would be difficult to regard as a 
current asset in this case any amount other than a sum which 
could be safely taken as likely to be received in the ordinary 
course of business. 

Names of Subsidiaries need not be given 

As the law does not require the name of any company or the 
amount of the indebtedness of any company to the holding 
company to be specified, the name of Subsidiary A. need not be 
given in the holding company's Balance Sheet. All that it is 
necessary to show is the aggregate amount of the assets repre- 
sented by shares and indebtedness, distinguishing shares from 
debts and fixed from floating assets and also stating the basis 
of valuation of the fixed assets. 

Examples from Published Accounts 

The following examples which have been taken from the 
published accounts of some well-known public companies show 
the manner in which those companies set out particulars of 
shares in and amounts owing from subsidiary companies in 
their balance sheets : — 

Example i. 

Investments at Cost, Less Reserves — 

Subsidiary Companies . . . . £ 

Associated Companies . . . . . . £ 

Loans to and Current Accounts with — 

Subsidiary Companies (including Dividends 
to be received) . . . . . . £ 

Associated Companies (including Dividends 
to be received) . . . . . . • • £ 
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Example 2. 

Investments at Cost, viz. — 

Subsidiary Companies : 

As per Balance Sheet 31st December 

19 £ 

Acquired in 19. . . . . . . . £ 

Associated Companies : £ 

As per Balance Sheet 31st December 

19.. £ 


Loans and Current Accounts — 

Subsidiary Companies (including Dividends 
receivable) . . . . . . . . £ 

£ 


Example 3. 

Debtors and Payments in Advance — 

Amounts owing by Subsidiary Companies ; 
Loans . . . . . . £ 

Current Accounts . . £ 

Final Dividends for 19.. £ 

£ 

£ 

£ 


r Investments at Cost — 

Trade Investments 

Shares in Allied Companies . . 

Shares in Subsidiary Companies 


•• £ 
* * £ 
.. £ 


Example 4. 

Investments in and Amounts Owing from 
Subsidiary Companies — 

Shares as valued in 19. . with subsequent 
additions at Cost . . * . . . . . £ 

Debentures (Nominal £. ) at Cost less 

amount repaid . . . . . . . . £ 

Advances and Current Accounts . . . . £ 


Example 5. 

Shares in and Amounts due from Subsidiary 
Companies, at Cost Less Amounts Written 
off — 

In England : 

Shares . . . . . . . . . . £ 

Less : Written off to Capital Deficiency 
Account . . . . . . . . £ 
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Amounts due on Loan and Current 
Accounts . . . . £ 

Less : Written off to Capital 

Deficiency Account . . £ £ 


Note. — A loan of £ (being one of the above loans 

due from subsidiary companies) has been assigned in con- 
sideration of a loan of £ granted to the Parent 

Company shown per contra. 

In and relating to France — 

Shares . . . . . . £ 

Amounts due on Loan and 
Current Accounts . . £ 

£ 

Less : Written off to Capital 
Deficiency Account . . £ 


Note . — In arriving at the values placed on the shares 
in and amounts due from subsidiary companies there have 
been taken into account all losses ascertained prior to or 
subsequent to the date of the balance sheet and considera- 
tion has been given to the contingent liabilities. As the 
present values of two subsidiary companies are unascer- 
tainable, they have been included above at book values. 

Example 6. 

Interests in Subsidiary Companies — 

Shares at Transfer Consideration 

(Including A. Bros. Ltd., £ ) .. £ 

Amounts owing from Subsidiary Companies 
Capital Loans, Advances and Current 
Accounts 

(Including A. Bros. Ltd. £ ) 


Less : Special Investment Reserve . . 

£ 

Contingent Liabilities — 

Guarantee of Bank Overdraft of A. Bros. Ltd. £ 

Guarantee of Bank Overdraft of a Foreign 
Subsidiary Company . . . . . . £ 

Uncalled Capital of Subsidiary Companies £ 


£ 


Note . — Progress has been made in modernising the 
equipment of A. Bros., Ltd., but the directors are still not 
in a position to assess the value of the company’s interests 
in that company. 
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Example 7. 

Subsidiary Companies — 

Shares and stock being the excess of the 


assets over the liabilities . . 


• £ 


Amount owing on current account 

Example 8. 


• £ 

— £ 

Shares in Affiliated Companies — 

A. Co. Ltd. 

Shares of £ . . . . each, £ . . . 

. paid . 

* £ 


Reserve and Undivided Profits 


• £ 


B. Co. Ltd. 

Shares of £ . . . . each, £ . . . . paid 

Shares of ■£ . . . . each, fully paid 

} £ 


Reserve and Undivided Profits 


£ 

— / 

C. Co, Ltd. 

Shares of £. . . . each, £. . . 

. paid . 

• £ 


Reserve and Undivided Profits 


• £ 


D. Co. Ltd. 



£ 

Shares of £ . . . . each, £ . . . 

. paid . 

• £ 


Reserve and Undivided Profits 

. . « 

• £ 


- 


—£ 


Example 9. 

Shares in and Loans to Subsidiary Companies £ 

Shares at Directors’ valuation of 19 . . , 

less amounts written off, with additions at 
cost and including the Company’s propor- 
tion of the undistributed profits, less 
losses, partly estimated. 

Soap and Perfumery Companies . . £ 

West African, Plantation, Oil Milling 
and other Raw Material Producing 
Companies . . . . . . . . £ 

Edible Products Companies . . . . £ 

Land, Transport and Investment 
Companies . . . . . . . . £ 

Capital Loans . . . . . . * . £ 

Advances on Current Account . . . . £ 


Example 10. 

Shares in and Amounts owing from Subsidi- 
ary Companies — (at Cost less Amounts 
Written off under Capital Reduction 
Scheme and Provision for Trading 
Losses) 
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Shares . . . . . . * • • • * • £ 

Debentures, Loans and Current Account . . £ 

£ 

Notes . — 

(1) The shares in and amounts owing from subsidiary 
companies are stated on the basis of cost less amounts 
written off under the capital reduction Scheme of 1 9 . . and 
provision for the trading losses of Operating Companies 
since incurred. During 19. . the subsidiary companies in 
the aggregate incurred further trading losses and the 
values standing in the Balance Sheet are, under existing 
conditions, subject to consideration in this respect. 

In the case of one subsidiary a reduction of capital was 
effected during 19.. but the capital loss represented 
thereby has not been written off in the above account. 

No income has been received for 19. . in respect of the 
Investment in A. Co., Ltd. 

(2) 

Example 11. 

Investments in Subsidiary Companies at Cost £ 

Amounts owing by Subsidiary Com- 
panies 

Advances — Capital Account . . . . £ 

Current Account (including Dividends 
receivable) . . . . . . . . £ 

£ 

Example 12, 

Shares and Debentures in Subsidiary 
Companies (See Note A) 

Shares . . . . . . . . £ 

Debentures . . . . . . £ 

£ 

Advances to Subsidiary Companies for 
Capital Expenditure and General De- 
velopment (Less Amounts Written off) £ 

£ 

Less : Amounts written off in 19 . . £ 

£ 

£ — 

£ 

Less : Debts due to Subsidiary Companies . . £ 

£ 

Dividends (Less Tax) From Subsidiary Com- 
panies in Respect of 19 . . Included in 
Profit and Loss Account £ 

Note A — These investments have been taken at cost or as 
revalued on the basis of earning capacity on the liquida- 
tiog of A. Co., Ltd., in 19. . . less amounts written off. 

Note B — 

Example 13. 

Investments in Subsidiary Companies 

At values placed thereon by the Board . . £ 
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Debtors, Bills Receivable and Payments 
in Advance — 

(including £ owing by Subsidiary 

Companies) 

Example 14. 

Shares in Subsidiary Companies at Cost, 
Less Amounts Previously Written off £ 
Less : Further amount written off to General 
Reserve Fund, per contra . . . . £ 


£ 

Amounts owing by Subsidiary Companies 

(Including Dividends for the Year 19 . . ) * • £ 
Example 15. 

Subsidiary Companies — 

Shares in Subsidiary Companies at Cost, 
less amounts written off and Reserve . . £ 
Amount due from Subsidiary Companies, less 
Reserve . . . . . . . . . . £ 


Example 16. 
Investments — 


■£ 


■£ 


Shares in Subsidiary Reversionary 
Company at actuarial valuation at 31st 
December 19.. 

Shares in Subsidiary Companies at cost or 
under 


Amounts due from Subsidiary Companies 
Subsidiary Companies’ Undistributed Profits 
Example 17. 

Shares in Subsidiary Companies, at or under 
Cost £ 

Amounts owing from Subsidiary Companies 
(Including Dividends since De- 
clared) £ 

Less : Amounts owing to Sub- 
sidiary Companies . . £ 


f v ■ .... £> Xi 

-Example 18. 

~ Subsidiary Companies — 

Shares at Cost less amounts written off, 
including undistributed profits less losses 
(Uncalled Liability^. .... .) ,, . , £ 

^.mounts owing by Subsidiary Companies . . £ 

£ 
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Note . — In the opinion of the directors the company’s 
fixed assets including its total interest in subsidiary 
companies cannot be regarded as worth the book value 
shown. The French subsidiary company is in course of 
liquidation, and no value can be attributed to the item 
“ Cost of establishing an Overseas Business, &c.” which 
appears below. 

Example 19. 

Amounts due by Subsidiary Companies, In- 
cluding Dividends declared Subsequent 
to 30TH June 19. . 


Investments — 

(a) Sundry Securities and Shares in Associa- 
ted Companies, at cost . . . . . . £ 

(b) Shares in Subsidiary Companies, at cost £ 


Note . — In the aggregate the market value of invest- 
ments at 30th June 19 .. is in excess of the book value. 

Example 20. 

Subsidiary Companies — 

Shareholdings at cost less amounts written 
off £ 

Debentures at cost . . . . . . . . £ 

Amounts owing (including dividends receiv- 
able) less amounts written off . . . . £ 


£ 


Example 21. 

Shareholdings in Subsidiary Companies — 


A. Co. Ltd . — £ Ordinary Stock, at 

cost . . . . . . . . . . £ 

B. Co. Ltd . — £ Stock, at cost . . £ 

C. Co. Ltd . — £ Stock, at cost. . . . £ 

D. Co. Ltd.— 


.... 7 per cent. Preference Shares of £1 
each, fully paid, at cost . . . . . . £ 


Note . — These holdings are shown at the cost to this 
company, viz. at the nominal value of the stock issued by 
this company, together with the cash payments for frac- 
tions and stamp duty. The dividends for the year 19. . . . 

(£ ) represent. . per cent, on such cost. 

Sundry Debtors — 

Amounts due from Subsidiary Companies (in 
respect of dividends subject to confirma- 
tion of General Meetings of the Companies 
concerned) . . . . . . . . . . £ 

Amounts due from Subsidiary Companies on 
Current Account . . . . . . . . £ 
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Amounts due from Associated Companies 
on Current Account . . , . . . £ 

Other Debtors . . . . . . . . £ 


Example 22. 

Subsidiary Companies — 

Shareholdings at Cost less Amounts written 

off £ 

Advances (mainly of a permanent nature) 
less reserves . . . . . . . . £ 


Less : Amounts owing to Subsidiary 
Companies . . . . . . . . £ 


Example 23. 

Investments in and Advances to Subsidiary 
Companies — 

Shares acquired by Purchase or in Exchange 
for the Company's Shares 

At Cost or on the basis of Market Value 
at date of exchange, less amounts 
written off . . . . . . . . £ 

Debenture Stock, at cost . . . . . . £ 

Current Accounts and Dividends to be 
declared in respect of the year 19.. . . £ 

Undistributed Profits (including allocations 
to Reserve Fund) of a Subsidiary, earned 
since the acquisition of its entire Share 

Capital by the Company . . . . . . £ 


Example 24. 

Investments in Subsidiary Companies — 

At values placed thereon by the Board 
Debtors, Bills Receivable and Payments in 
Advance (including £ owing by Sub- 

sidiary Companies) 


■£ 


-£ 


-£ 

£ 

£ 


Method of showing shares in and indebtedness of sub- 
sidiaries in Appendix I 

In the example in Appendix I the information as to the 
interests in subsidiary companies has been set out in the 
amended draft legal balance sheet of the holding company 
in the following way : — 
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Shares in and Amounts owing from Subsidiary Companies : — 
Shares — at cost . . . . . . . . £1,224,500 

Amounts owing : 

# Debenture Indebtedness, Loans, etc. 

At cost £1,215,000 

Current Indebtedness, including Dividend 
for 1934 declared since date of Balance 

Sheet £ 19,400 

Undistributed Profits . . . . . . £ 25,373 

£2 ,484,273 

Less Reserve for Losses of Subsidiary 
Company . . . . . . . . . . 526,250 

£1,958,023 

It will be seen that the aggregate amount of the assets 
representing shares and indebtedness of subsidiary companies 
as required by Section 125 of the Act is shown by including in 
the legal balance sheet a main heading described as "Shares in 
and Amounts owing from Subsidiary Companies.” This fs 
subdivided so as to show as required by the Section the distinc- 
tion between shares and indebtedness. The indebtedness has 
been again subdivided to take account of the fact that certain 
portions are not of a current nature and from the aggregate of 
the shares and indebtedness a reserve equivalent to the losses 
sustained by Subsidiary A has been deducted. 

Indebtedness of a Fixed Asset Character 

The Debenture Indebtedness, Loans, etc., are described in this 
case as “at cost ” : had amounts been written off, the asset 
might have been described as “at cost less amounts written 
off ” or other wording used according to the circumstances. 

. In the case quoted in the example no distinction has been 
made in the holding company’s balance sheet between deben- 
tures and other indebtedness of a “ fixed asset ” character. 
In the case of Subsidiary A., in which the holding company has 
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subscribed for £250,000 debenture stock, the holding company is 
continuing to finance the subsidiary and has no intention of 
relying on its security to the detriment of other creditors. In 
view of this, the separate statement of the nominal amount of its 
security appears to be unnecessary. In other cases, however, 
the separate statement of the secured indebtedness of subsidi- 
aries might help to show the position more clearly. 

Questions sometimes arise where the policy of writing down 
the interests in subsidiary companies in the holding company's 
books is adopted instead of carrying to a reserve account the 
provisions which are made by the holding company in respect 
of losses incurred by subsidiaries. The Act requires the “ aggre- 
gate amount ” of the indebtedness to be shown, but does not 
specify whether this means the nominal value of the claims (in 
the case of the illustration in Appendix I this is £1,215,000) 
or the reduced amount at which the indebtedness would be 
stated if the policy of writing down were adopted (in the case 
of the illustration this amount would — see page 169 — be 
£731,250). Whether the nominal amount should always 
be shown in cases where the legal claims of the parent concern 
against its subsidiaries exceed the amount at which the debts 
are carried in the holding company's books is, therefore, not 
clear, but would appear to depend on the circumstances. 

In some cases the statement of the nominal value of the 
claims against the subsidiary concerns might be of assistance 
to the members in examining the balance sheet of the holding 
company, but in other cases no great advantage might be 
derived from its insertion. 

Current Indebtedness 

The amount of £19,400 shown in the example as “ Current 
indebtedness " represents the amount immediately receivable 
in cash, including the final dividend declared by Subsidiary B. 
between the date of the holding company's balance sheet and 
the time when it was drawn up. It is a usual but not invariable 
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practice for a holding company to take up as dividends re- 
ceivable any dividends declared by its subsidiaries out of their 
earnings in periods ending at or prior to the date of the holding 
company’s own balance sheet. Where the practice is adopted 
it is usual to arrange for the subsidiaries to make the formal 
declarations of their dividends prior to the date when the 
holding company’s accounts are signed, and on this being done 
to bring in the amounts thereof as current indebtedness in the 
holding company’s balance sheet, as has been done in the 
illustration. 

Undistributed Profits 

“ Undistributed profits ” is the term used to describe the 
earnings of the subsidiary companies attributable to the shares 
owned by the holding company since they were acquired by 
the holding company but not yet declared in dividend. From 
a legal standpoint such amounts are not actually owing to the 
parent concern, although from a practical standpoint the hold- 
ing company could use its control over the subsidiaries so as 
to ensure these profits being declared in dividend. Such un- 
distributed profits are as much a part of the general results of 
the combine’s operations as those which have been drawn in 
cash from the subsidiaries by way of dividend. Where the 
practice of the holding company is to take up the undistributed 
profits in its accounts it is desirable in view of the legal position, 
however, to show them as a separate item in the holding com- 
pany’s balance sheet. Incidentally it should perhaps be men- 
tioned that these undistributed profits should not be declared 
in dividend by the holding company. 

Reserve for Losses of Subsidiary Company 

The amount of -£526,250 shown in the illustration under the 
description of “ Reserve for Losses of Subsidiary Company ” 
represents the amount charged in the Holding Company’s 
own profit and loss account and set aside to represent the hold- 



HOLDING COMPANIES 


56 

ing company's provision in respect of the losses of Company A, 
Sometimes the reserve is carried on the liabilities side of the 
holding company's balance sheet instead of being deducted 
from the aggregate of shares and indebtedness. In* other 
cases the provision is applied to write off first the shares and 
then the indebtedness ; had this practice been followed in the 
case of the illustration the shares would have been written 
down to nil and the balance of the provision would have been 
applied to write down the indebtedness to £731,250. The 
relative merits of these two methods of dealing with the matter 
are discussed in Chapter X. 

Inter -company Profits on Unsold Stocks 

In the illustration shown in the appendix the undistributed 
profits accruing to the parent company are stated after deduct- 
ing the holding company's proportion of the profit taken bj 
Subsidiary B. on stock transferred by it to Subsidiary A. but 
remaining unsold in the hands of that subsidiary at the 
date of the balance sheet. From the standpoint of the 
parent concern and of the combine as a whole this profit 
(although properly taken by Subsidiary B. as a separate legal 
entity) has not been realised and should be eliminated in calcu- 
lating the profits of the combine for the year and in consider- 
ing the holding company's interest in Subsidiary B. 

In some cases holding companies themselves take profit 
on sales of goods to their subsidiaries. In those cases the profit 
so taken on goods which at the date of the holding company's 
balance sheet remain unsold in the hands of the subsidiaries 
is written back from the holding company's profit and loss 
account to a suspense account. The balance on the suspense 
account is either shown separately on the liabilities side of the 
holding company's balance sheet, or is deducted from the 
amounts owing by subsidiary companies. In the case of the 
illustration in the appendix, had Subsidiary B.'s balance of 
profits been insufficient to cover the amount to be eliminated 
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the necessary provision might have been included amongst the 
liabilities in the parent company’s accounts. 

Amounts owing to Subsidiary Companies 

As has already been mentioned the law requires the aggregate 
indebtedness of a holding company to its subsidiary companies 
to be stated separately from its other liabilities in the balance 
sheet (Section 125). 

No directions are given in the Act as to the precise manner 
iii which the separate statement of the liabilities to subsidiary 
companies shall be effected. Some companies have adopted 
the practice of showing the aggregate of those balances as a 
deduction from the aggregate of the shares in and amounts 
owing from subsidiary companies (see, for instances, the Exam- 
pies 12, 17 and 22 on pages 49 to 52). This practice has the 
effect of showing in summary form the net book value of the 
holding company’s interests in its subsidiary undertakings 
The majority of holding companies show their obligations do 
subsidiary companies on the liabilities sides of their balance 
sheets and do not follow the practice just described. 

In calculating the aggregate indebtedness to subsidiary com- 
panies for the purpose of inserting it in the balance sheet, 
amounts due to and by the same subsidiary company should 
he set off against one another, but should not be deducted from 
amounts due from or to other subsidiaries. While the latter 
may be related transactions they are distinct in the sense that 
on a winding-up there is no set-off and the liabilities would have 
to be paid to the one company and the advances collected from 
the other concerns. 

A point that should be noted is that inasmuch as the Com- 
panies Act requires the aggregate indebtedness to subsidiary 
companies to be shown, it follows that if any subsidiary owns 
debentures or debenture stock of the holding company the 
latter should include the nominal amount thereof in its balance 
sheet under the heading of “ Amounts owing to Subsidiary 
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Companies.” In the pro forma accounts in Appendix I, 
Subsidiary B. owns £25,000 of the holding company’s debenture 
stock and in preparing the amended draft legal balance sheet 
of the holding company this has been so included*. The 
£25,000 has, however, not been extended into the total column 
under that heading as this would have involved reducing the 
amount of the debenture stock outstanding as shown in the 
balance sheet. 

Although the law does not require it a note has been inserted 
in the holding company’s legal balance sheet in Appendix' I 
stating the aggregate number of shares of the holding company 
which are owned by Subsidiary Company B. This note 
enables shareholders to determine for themselves what is the 
amount of the share capital of the holding company which is 
held by the public. If the holding of shares by Subsidiary B. 
had been a material proportion of the capital it might have been 
necessary to take special precautions in preparing the profit 
and loss account of the holding company so as to distinguish 
credits to revenue arising from the trading of the company 
and its subsidiaries and dividends representing the return by 
Subsidiary B. to the parent company of dividends received by 
Subsidiary B. on its shares in the parent concern. In the 
illustration this question does not arise as no dividend was paid 
by the holding company on its ordinary shares and none is, 
therefore included in the revenue of Subsidiary B. for the year. 
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METHOD (I)— THE LEGAL BALANCE SHEET (cont.) 

Interests in Subsidiaries usually Entered in Balance 
Sheet in First Instance at Cost 

The procedure with respect to setting out the various items 
in the legal balance sheet has been outlined in the previous 
chapter. It is now proposed to consider the amounts at which 
the investments, advances, etc. should be stated. 

The interests in subsidiary companies may have been ac- 
quired in a variety of ways. Some, for example, may have 
been obtained wholly or partially for cash or in exchange 
for other assets and/or the assumption of liabilities, whilst 
others may have been acquired in exchange for the holding 
company’s own shares issued for the purpose. 

It is usual to enter the investments in the holding company’s 
books in the first instance at cost. Circumstances may call 
for adjustment later, if, for example, trading losses are sustained 
by the subsidiaries, but in determining the initial book value to 
"be attributed to the shares and other interests in subsidiary 
companies the same accounting principles apply as those which 
determine the initial book values of other assets such as plant 
or buildings, i.e., they are entered in the books at the amounts 
paid for them. 

Cost of Shareholdings where Consideration is Exchange 
of Holding Company’s Shares at a Premium 

Cases arise from time to time which call for special considera- 
tion in determining what is the cost of shares to be entered in 
the books. These cases arise particularly where the holding 
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company's own shares are issued in exchange for the shares 
acquired. If, for example, the holding company’s shares have 
a readily ascertainable market value and this represents a 
premium over the par value of the shares to be issued, it may 
well be that the true cost to the holding company is not the 
par value of the shares issued by it but the market value of 
those shares. The premium in such a case could properly 
be carried to share premium account and the cost of the shares 
in the subsidiary company could be entered in the holding 
company’s books at the market value of the shares issued in 
exchange. 

It sometimes happens, however, that there is no objective 
standard by which the value of the consideration given by the 
holding company for shares in a subsidiary company can be 
determined. The absence of a free and active market in the 
holding company’s shares or the issue of so large a number of 
those shares as to alter radically the basis of valuation thereof 
are instances of this. In such cases it may well be that the 
most satisfactory method of dealing with the matter would be 
to enter the subsidiary company’s shares at the nominal or par 
value of the holding company’s shares issued in exchange. 
Whether this should be done in any particular case would 
depend upon the circumstances of that case and careful con- 
sideration of all the relevant facts would be called for. 

In cases where an amount in excess of the nominal value of 
the holding company’s shares is entered as the cost of the shares 
acquired, the question arises whether the premium entered in 
the share premium account is available for revenue purposes. 
Subject to any relevant provisions in the Company’s Articles 
of Association, it would appear that such a premium would be 
so available ; it must be remembered, however, that the pre- 
mium has not been received in cash but is represented by assets, 
the values of which may be, and probably are, subject to 
variation. 
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Treatment of Earnings of Subsidiaries up to Date of 
Acquisition 

There is a further important point to be borne in mind in 
considering what is cost, viz. that all dividends received from 
any of the subsidiary undertakings distributed out of their 
surpluses existing at the time when their shares were acquired 
should be deducted from the “ cost ” of the shares or carried 
to a capital reserve in the parent company’s accounts. 

When a holding company acquires the shares of a subsidiary 
coftcern it acquires, in effect, the equity in the surplus of assets 
over liabilities at that time. The price of the shares is assumed 
to have been fixed after considering the then existing value 
of the assets including goodwill. Looked at in another way, 
the holding company bought and paid for any credit balances 
on profit and loss or other reserve accounts existing at the 
time, and it would obviously be incorrect for the holding 
company to treat any distribution of these as its own income. 

A dividend paid out of these assets (or out of the reserves 
whichever way it is regarded) is a payment to the holding com- 
pany of a portion of the assets acquired, or, in other words, a 
return of some part of the purchase money, and other things 
being equal, the shares of the subsidiary undertaking are in con- 
sequence of a less value than they were at the time they were 
purchased. 

In the accounts of the constituent concern the surplus of 
assets at the date of acquisition might be represented by a 
balance on profit and loss account or by reserve funds or 
surpluses on other accounts, and it would be within the power 
of each of the subsidiary companies to declare dividends out 
of such surpluses. These dividends in the hands of the hol ding 
company are not eamings and should be credited in reduction 
of the cost of the shares acquired or carried to capital reserve. 
In -short, as far as eamings of subsidiary undertakings are 
concerned, the holding company can only make profits and 
declare dividends out of those arising subsequent to the date 
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of purchase. There is an illustration of this in the example in 
Appendix I in the case of Subsidiary B., where it will be seen 
from the balance sheet of that company that a dividend was 
paid out of the profits earned before the date of purchase of the 
shares by the holding company, and, consequently, in the hands 
of the latter this dividend is a reduction of the cost and has been 
so treated. 

It is of the utmost importance when examining a balance 
sheet of a holding company at any date that this point should 
be investigated. It should be seen that the aggregate net 
surpluses of all subsidiary undertakings, no matter on what 
account, in existence at the time of their purchase (after making 
due allowance for dividends since received and credited in 
reduction of cost of shares or to capital reserve as mentioned 
above) are still available to an amount not less than that total. 
If this is not so, it will be due to subsequent losses and reference 
should be made thereto in the holding company's balance sheet 
or in the statement regarding subsidiary companies attached 
thereto and/or in the auditor's report if the circumstances of 
the case so require. 

In investigating the position, if, for example, an old reserve 
of one subsidiary company has been declared in dividend to 
and treated as income by the holding company, no exception 
would necessarily be taken to this provided profits of equivalent, 
amount have been made subsequent to the date of purchase 
by other subsidiaries and have not been distributed. That is 
to say, the subsidiary undertakings could generally be regarded 
as a whole and need not be treated separately, subject, however, 
to the comments made later under the heading of “ Balance 
Sheets of Subsidiaries show Losses since Acquisition." 

Where negotiations for the purchase have extended over 
several months, and it is finally arranged to date the purchase 
back and base it upon the balance sheet at the close of the last 
financial year on the understanding that the earnings for the 
current period are to belong to the purchaser, difficulties 
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occasionally arise in ascertaining the surpluses of subsidiaries 
which from the standpoint of the parent company are to be 
regarded as capital. Profits (or losses) will have accrued mean- 
while, and it is then a question of fact how far, if at all, these 
profits have entered into the price finally agreed upon. It 
would not seem unreasonable to treat the earnings for the current 
year as income of the purchaser unless they have been included 
in the purchase price and consequently paid for by him. Cases 
are not unknown where the articles of association of companies 
formed to acquire shares in other companies in such circum- 
stances contain clauses providing for the payment of dividends 
out of profits earned prior to incorporation. 

Where interest is paid upon the amount of the consideration, 
as, for example, from the date of the prior balance sheet, it 
must, of course, be charged against the profits of the current 
year belonging to the purchaser. 

In determining what are the combined post acquisition 
profits of subsidiaries which the holding company can properly 
treat as income it is sometimes necessary to make adjustments 
of the profits and losses shown in the accounts of the subsidiaries. ' 
These include adjustments necessary in order to take account of 
differences in the bases upon which the several subsidiaries 
prepare their balance sheets (e.g. in regard to stock valuations, 
income tax and depreciation provisions, etc.) or of changes 
in the bases of balance sheet valuations introduced subsequent 
to the acquisition. It is obviously desirable from the merger 
standpoint that bases of valuation for balance sheet purposes 
should be used by all the units of a holding company group, but 
this is not always practicable, particularly where the minority 
interest in any subsidiary is considerable. Where uniformity is 
not obtained, appropriate adjustments may be needed in order 
to ascertain the combined profits earned by the group since 
acquisition. Similarly where, for example, a new basis of 
stock valuation comes into use by a subsidiary subsequent to 
the acquisition of its shares by the holding company, the true 
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earnings of the group can only be determined after making 
adjustments so as to put the asset valuations at the date of 
acquisition on the same basis as that in subsequent use. In 
examining the accounts of a holding company group it is 
necessary to bear in mind the foregoing considerations in order 
to ensure that the profits of subsidiaries treated by the parent 
company as income are not in excess of the combined earnings 
since acquisition. 

Interests in Subsidiary Companies — How far Proper, to 
Retain in Balance Sheet at Cost 

It has already been mentioned that in the first instance a 
holding company's interests in its subsidiaries should be taken 
into its books at cost. The question naturally arises whether 
they should be subsequently retained in the holding company's 
books on that basis, and if not under what circumstances a 
different basis should be utilised. An answer to this question 
can only be given after the facts of the individual case have 
been investigated and considered. 

It may be premised in the first place that except in rare 
cases the shares owned by a holding company in its subsidiary 
companies may be regarded as fixed assets, just as much as 
the capital which is invested in land, buildings, plant, machinery 
and other assets which are held not for the purpose of realisa- 
tion but intended to be retained for the purpose of earning pro- 
fits for the holding company. The same accounting principles 
should therefore generally be applied in dealing with balance 
sheet valuations of interests in subsidiary companies as are 
applied in dealing with those of other fixed assets. 

It may be said that the balance sheet should take into account 
the market value of the shares in subsidiary companies, indica- 
ted in some cases by the prices at which dealings take place in 
shares owned by the minority shareholders in the company, 
and in others by a consideration of the yield in the shape of 
dividends received in relation to the total book value of the 
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shares. It should, however, be pointed out that quotations 
arising from transactions in shares owned by minority interests 
are rarely a fair guide to the amount which could be realised by 
the sale* of a large block of shares such as would be held by a 
holding company. It may almost be said that the existence 
of market quotations for shares held by other persons may be 
no indication of the market value of the holding company's 
interests. This is quite apart from the fact that there is pre- 
sumably no intention in most cases of disposing of the shares, 
and that therefore annual fluctuations in realisable value may 
have little practical bearing upon the value of the shares to the 
holding company. 

With regard to the dividend yield basis, this also is not neces- 
sarily a fair guide. Questions of holding company policy enter 
into a consideration of the matter and it frequently happens 
that for reasons of such policy business or profits are diverted 
from one subsidiary company to another subsidiary company 
or to the parent company, with the result that the profits shown 
by a particular subsidiary company's accounts do not neces- 
sarily afford a fair indication of the value to the holding com- ‘ 
pany of its interests in the subsidiary. The acquisition of 
control of the subsidiary may have enabled the holding company 
itself to obtain profitable connections with customers or to make 
its own factories more profitable. In this event the indirect 
benefits obtained from the acquisition may fully justify the 
price paid for the subsidiary company's shares although the 
dividends received from that company may be small. 

If the interests in subsidiary companies are regarded as 
fixed assets then a departure from the cost basis of valuation 
for balance sheet purposes would only be made in circumstances 
similar to those which would justify a departure from the cost 
basis in the case of the other fixed assets of the company. 
It is unusual to make an annual revaluation of fixed assets for 
balance sheet purposes or to write up the book value of those 
assets to an amount exceeding cost. It is usual, however, to 
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reduce the book value below cost so as to take account of 
depreciation which has occurred as the result of wear and tear 
or obsolescence. This is sometimes done by setting up a 
reserve for depreciation instead of actually reducing the cost 
figures carried in the books. 

Applying this principle to the case of interests in subsidiary 
companies it would be proper in normal circumstances to retain 
those interests at cost provided that the position of the sub- 
sidiary undertakings taken as a whole has not changed for the 
worse since their dates of acquisition. For example, that 
trading losses have not been incurred by them other than those 
for which provision has been made by the holding company — 
either by direct provision in its own accounts or by causing 
successful subsidiary companies to retain profits equivalent 
to losses sustained by other subsidiaries. In other words, it 
must be seen that the aggregate surpluses in existence at the 
date when the shares were acquired are still available : if these 
are intact there would in the ordinary case be no necessity to 
make any departure from the cost basis of valuation for balance 
sheet purposes. 

Circumstances sometimes arise where assets such as plant 
and machinery, which would normally be regarded as fixed 
assets, are held for disposal and are no longer intended to be 
retained and used for the purpose of earning profits. In these 
cases it may well be that the realisable value of the assets should 
be estimated and provision should be made for any loss involved 
in a reduction of their book value. Similarly, where a subsid- 
iary company's shares cease to be held by the holding company 
for the purpose of earning profits and are held for the purpose 
of realisation, the cost basis may no longer be suitable and it 
may become necessary to estimate the realisable value of the 
shares and make any appropriate writing down by a provision 
out of the profits of the holding company. ’ 

There are other circumstances such as the occurrence of 
material capital losses in a subsidiary company which may make 



METHOD (i) — THE LEGAL BALANCE SHEET [continued) 6j 

it necessary that those losses should be reflected in the accounts 
of the parent company, and the cost figure at which the inter- 
ests in subsidiary companies are carried should be reduced for 
that purpose. It is not practicable to deal with those circum- 
stances in detail here, but sufficient has already been said in 
these pages to indicate that in every case the position of the 
subsidiary companies requires careful consideration in order 
to determine whether any departure from the cost basis need 
be made in preparing the balance sheet of the holding company. 

Examination of Balance Sheets of Subsidiaries 

To determine whether the cost basis is suitable in any 
particular case naturally involves an inquiry into the balance 
sheets of the subsidiary companies in order to obtain the 
necessary information. This is sometimes rendered difficult 
by the fact that the directors and auditors of the holding com- 
pany do not necessarily act respectively as directors and 
auditors of the subsidiary undertakings, or that the subsidiary 
concerns have not adopted a uniform basis of accounting. In 
such cases the directors and auditors of the holding company 
may have before them only the certified accounts of the sub- 
sidiaries, supplemented by such other information as they are 
able to obtain from inquiries. 

In this connection the following points should be borne in 
mind and investigation should be made to ascertain whether 
there are any errors of principle in the subsidiary companies’ 
balance sheets looked at from the standpoint of the parent 
company or the consolidation as a whole, whether the subsidiary 
companies have prepared their stock valuations, etc., on com- 
parable bases, whether dividends have been paid by a sub- 
sidiary company without making adequate provision for 
depreciation of plant, etc., having regard to the price paid 
by*the holding company for the shares, whether there are any 
contingent liabilities of the holding company for guarantees, such 
as of a note issue or bills of a subsidiary undertaking, and so on. 
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The necessity for making depreciation provisions on a basis 
which takes into account the price paid by the holding com- 
pany for shares in subsidiaries may be important. The fixed 
assets of a subsidiary are sometimes found to be carried in its 
balance sheet at values less than those at which they were 
assessed in fixing the price paid by the holding company for the 
subsidiary company's shares, i.e. the cost of the fixed assets 
to the combine. From the standpoint of the combined business 
this cost should be taken into account in determining the de- 
preciation charged in computing the profits of the holding com- 
pany available for dividend. When the accounts of the sub- 
sidiary are kept in a foreign currency which fluctuates con- 
siderably in terms of sterling this factor may also need to be 
taken into consideration in reviewing the depreciation problem. 

After the purchase of the shares by the holding company, the 
subsidiary concern may have made no adjustment in its balance 
sheet values to bring them into accord with the revaluations, and 
in arriving at the profits available for dividend to the holding 
company the subsidiary may have properly continued to charge 
provisions for depreciation calculated on the old book values. 

From the standpoint of the combine as a whole these pro- 
visions might in some cases be insufficient. In such cases some 
portion of the dividends received from the subsidiary companies 
might be set aside in the holding company's accounts as a 
reserve for additional depreciation on the capital assets of 
those concerns. 

The directors of the holding company in considering the 
amount which should be carried to a reserve of this character 
would be entitled to view the combine as a whole and to set off 
any excessive depreciation provisions made by other subsidiary 
companies. 

The liability of the holding company under guarantees also 
requires special consideration. 

It is not unusual to find that the dividend on the preference 
shares of one or more of the subsidiary companies has been 
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guaranteed by the parent concern, and, if the individual profits 
of these undertakings are not sufficient to meet the dividends, 
the charges would necessarily fall upon the parent company. 
In the •example in Appendix I, if the holding company had 
guaranteed the dividend on the preference shares of Subsidiary 
A., the note on that company's balance sheet in regard to arrears 
of dividend would not have appeared, as the dividend would 
have been discharged out of the holding company's profits. 

Present Position of Subsidiaries 

The inquiry being completed, a statement should be prepared 
showing the present position of the subsidiary companies (taken 
together) from the standpoint of the parent concern. A special 
object in preparing this statement is to see how far the position 
has improved or changed for the worse since they were acquired, 
that is to say, whether, taking them as a whole, there are profits 
still undistributed or losses for which the holding company 
has not made provision. 

In the preparation of the statement adjustments will be 
necessary to make due allowance for outside shareholders™ 
interests, which are referred to later, and also to provide for 
all unrealised inter-company profits. 

In practice it may be found more convenient to prepare an 
amalgamated balance sheet and earnings statement of the 
holding company and its subsidiary undertakings. Whether 
the amalgamated balance sheet and earnings statement are 
intended to be published or not, their preparation is a valuable 
aid to the directors and the auditors in obtaining a view of the 
business as a whole and in deciding what adjustments in the 
accounts are necessary or qualifications desirable before the 
holding company's balance sheet is completed. 

This is particularly useful where the number of constituent 
undertakings is large and the inter-company transactions nu - 
merous. There are many cases now where the number of such 
undertakings in the group exceeds a hundred, and complications 
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frequently arise owing to the subsidiary companies being them- 
selves also holding companies, and also owing to minority 
shareholdings, outside preference shareholding interests, etc. 
The difficulty of obtaining a reasonably accurate view* of the 
combine as a whole in such a case without the aid of consolidated 
statements can well be appreciated. 

Inter -Company Profits and Balances 

Viewing the companies as separate entities, no exception 
could be taken to the execution of capital works by one company 
for another of the same group or to the transfer of stock in 
trade, etc., by one company to another at a profit. From 
the standpoint of the holding company, viewing the subsidiary 
undertakings as branches, however, it would not be justifiable 
to take credit for any such profit on capital works or on trans- 
fers of goods not disposed of to outside customers. Similar 
remarks apply to such items as sales at a profit by one sub- 
sidiary company of goods obtained from another or interest 
taken up as revenue by one company on a loan to another 
"company in the group where the concern supplying the goods 
or charged with the interest is making losses for which provision 
has not been made by the holding company. In all such cases 
the fact that such transactions between the companies may have 
been completed by actual payment does not affect the principle 
involved or alter the fact that appropriate adjustments should 
be made to reserve where necessary for any profits which, 
however properly they may be included in the revenue of the 
individual companies, are, in effect, unearned from the stand- 
point of the combined undertaking. 

All inter-company balances should be agreed in detail before 
the consolidated statements are completed. If there are items 
in transit which have not been taken up, whether by the 
subsidiary companies or by the holding company, the relative 
records must be examined so as to ensure that any transactions 
between the companies directly affecting the profit and loss 
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accounts are properly dealt with and that profits made by one 
company at the expense of another are reserved for unless 
the loss of the other company is taken up in the same period. 

If the subsidiary undertakings do not close their accounts 
and prepare their balance sheets on the same date as the parent 
company or as near thereto as to make no practical difference, 
the agreement of inter-company balances and the examination 
of outstanding items are obviously important. The possible 
existence of irregularities into which it is not the purpose of 
this book to enter should be particularly borne in mind in such 
cases. 

Goodwill, etc., in Cost of Shareholdings 

The amalgamated statement or balance sheet having been 
prepared it will rarely be found that the cost to the holding 
company of its interest in any subsidiary is exactly represented 
by the surplus tangible assets of that concern whether those 
tangible assets are taken on the basis on which they were re- 
valued for purposes of the purchase or at their book values. 

The differences which arise represent the result of adding 
together any goodwill or accumulated losses which may have 
been shown in the balance sheet of the subsidiary company as 
at the purchase date, any premium paid by the holding com- 
pany in excess of the par value of the shares, and any reductions 
made in the book values of the tangible assets in fixing the 
purchase price, and deducting from this total any capital 
reserves or undistributed surpluses included in the balance 
sheet of the subsidiary at the purchase date, any discount 
obtained by the holding company on the purchase of the shares 
and also any additions made to the book values of the tangible 
assets in fixing the purchase consideration. 

If the amounts to be added as above exceed those to be de- 
ducted the difference represents the amount paid by the holding 
company for goodwill ; if on the other hand the amounts to 
be deducted are larger, the difference represents a discount 
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(or capital reserve) from the standpoint of the holding com- 
pany. 

Is it necessary to deal in the balance sheet of the holding 
company with this item of goodwill ? It must be admitted 
that reference thereto is seldom found in published accounts, 
but it is suggested that it might give a clearer view of the state 
of the affairs if a note appeared in the holding company’s bal- 
ance sheet against the shares in subsidiary companies to the 
effect that the figure included goodwill to an amount specified, 
or alternatively that the net tangible assets of the subsidiaries 
on the basis of their latest balance sheets or on some other 
specified basis amounted in the aggregate to so much. It 
would be a still greater improvement if a division of the net 
tangible assets as between fixed and current items were given 
in the note. 

If the assets and liabilities of the subsidiary undertakings 
are amalgamated with those of the holding company, the item 
goodwill would necessarily appear in the amalgamated balance 
sheet as such. It seems unfortunate that no indication of 
its existence or amount should appear in the published accounts 
merely because these are presented in the legal form showing 
the interests in subsidiaries as investments. The insertion of 
a note of the character just suggested would be of assistance in 
many cases in remedying this defect in the legal balance sheets 
of holding companies. 

An auditor would, however, hardly be justified in qualifying 
his report if the directors objected to the balance sheet con- 
taining the note suggested. 
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METHOD (I)— THE LEGAL BALANCE SHEET (cont.) 

Statement to be Published in regard to Results of Sub- 
sidiary Companies (Section 126) 

As has already been mentioned the directors of a holding 
company are required to annex to the legal balance sheet a 
statement in regard to the manner in which the results of the 
subsidiary companies have been dealt with in the accounts 
of the holding company. 

The section of the Act (Section 126) dealing with the contents 
of this statement is printed in full in Chapter I. 

The statement must be signed by the persons who sign the 
balance sheet and must show : — 

(a) How the aggrega te profits made by subsidiary companies 
have, so far as they concern the holding company, been , 
dealt with for the purpose of the holding company’s 
accounts. No actual amounts of profits made or dealt 
with need be mentioned in the statement. 

(b) How the aggregate losses incurred by subsidiary com- 
panies have, so far as they concern the holding company, 
been dealt with for the purpose of the holding company’s 
accounts. No actual amounts of losses incurred or dealt 
with need be mentioned in the statement, but the state- 
ment must show how and to what extent the losses 
have been dealt with : — 

(i) In the accounts of the holding company, and 

(ii) In the accounts of the unsuccessful subsidiary 
concern (s), or 

(iii) In the accounts of both the holding company and 
the unsuccessful subsidiary concern (s). 
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Profits and losses are defined (Section 126 (3) ) as those 
shown in any accounts of a subsidiary made up to a date within 
the period to which those of the holding company relate (or 
the latest accounts of the subsidiary which became available 
within that period). Counsel have expressed the opinion (see 
footnote to Chapter I) that the word “ accounts ” for this 
purpose means profit and loss accounts year by year and that the 
profits or losses, the treatment of which has to be described in 
the statement regarding subsidiary companies, are the results 
of the subsidiary companies for the particular year or period of 
their accounts ended within the year covered by the holding 
company's accounts or, failing such, the results shown by the 
last accounts which became available within the holding com- 
pany's financial year or other period. 

Limitations of Utility of Statement regarding Subsidiary 
Companies 

It is important to note that this opinion implies that it 
would not be obligatory for the statement regarding subsidiary 
companies toreferto any accumulations of profitsor losses of prior 
years shown by the balance sheets of the subsidiary companies. 
Thus, even if the accumulated losses incurred by the subsidiaries 
(but not taken up in the accounts of the parent company) had 
the effect of leaving the combine as a whole with an accumulated 
adverse balance (though a surplus might perhaps be shown by 
the legal balance sheet of the holding company) there would be 
no specific legal obligation on the directors of the holding com- 
pany to disclose the position in the statement regarding sub- 
sidiary companies, however desirable such a course might be. 
If this is so it is obviously a serious limitation of the utility 
of the statement. 

The limitation of the utility of the statement is accentuated 
by the statutory provision that amounts oi profits and losses need 
not be mentioned therein. Thus the trading losses attributable to 
the holding company's investments in subsidiaries may exceed 
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the profits for the actual year under review without it being 
obligatory for any reference to be made to the fact in the 
statement regarding subsidiary companies. The directors of 
the holding company may make the bare statement that a 
subsidiary company incurred a loss during the year which loss 
has been carried forward in the accounts of the subsidiary and 
has not been dealt with in the accounts of the holding company. 
This loss may have brought the business to the verge of 
liquidation, but apparently the statement as prescribed by the 
Act need give no indication of this condition of affairs. 

In fact the provision that amounts of current profits and losses 
need not be specified in the statement regarding subsidiary 
companies taken in conjunction with the possible absence of 
any reference to the accumulations of profits and losses attri- 
butable to the combine as a whole (although the losses may 
exceed the profits) has preserved to a considerable extent the 
opportunities of avoiding a clear presentation of the true posi- 
tion which existed before the Companies Act, 1929, came into 
operation. This is not to say that the best practice would 
necessarily approve such a course, but merely to indicate a 
direction in which the legal requirements in connection with the 
accounts of a holding company fall short of what is desirable. 

It is interesting to note that in referring to the accounts of 
holding companies which present their accounts in the legal 
as distinct from the consolidated form, the Canadian Companies 
Act of 1934 calls for a statement by the auditors of the holding 
company (not the directors as in Great Britain) regarding results 
of subsidiary companies, and in that connection uses language 
almost identical with that employed in Section 126 of the 
British Act ; it also contains supplementary provisions designed 
to avoid to some extent the limitations of the British Act, 
to which reference has just been made. The Canadian Act 
provides that if in the opinion of the auditors full provision has 
not been made in the profit and loss account of the holding 
company for the aggregate losses less profits of the subsidiaries, 
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they shalJ pay what additional provision they consider necessary 
for that purpose. They must also state the amount of the 
excess, if any, of the sums treated as income of the holding com- ' 
pany from subsidiaries over and above the combined aggregate 
of profits less losses of the subsidiaries. 

It will be seen that the Canadian legislature did not think it 
necessary to compel disclosure of the aggregate results of the 
companies in the group for the year but took steps to ensure 
that any overstatement of the profits of the group in the ac- 
counts of the parent company for the year should be disclosed. 
In this respect the requirements of the Dominion Parliament are 
distinctly in advance of those obtaining in Great Britain. 
Like the British Act the Canadian regulations contain no refer- 
ence to accumulations of profits and losses in subsidiary com- 
panies not dealt with by the holding company at the date of 
its balance sheet. 

It is true that the best British practice calls for a standard 
of disclosure higher than that required by the Canadian Act, 
and where such a standard has not been reached by directors 
in their statement under Section 126 of the British Act, auditors 
have from time to time deemed it necessary to make the dis- 
closure in their own report upon the holding company’s balance 
sheet. Nevertheless it would appear desirable that in any 
amendment to British company legislation opportunity should 
be taken to remedy the weaknesses of Section 126 of the 
Companies Act, 1929, to which reference has been made, and 
in regard to the trading operations of sub-subsidiaries which 
are referred to subsequently in this chapter. 

It may be added that there is a good deal to be said in favour 
of disclosure of the aggregate results of the holding company 
group (not only of unprovided losses but also of undrawn 
profits) for the financial period covered by the accounts, and 
of the aggregate accumulated balances on the revenue accounts 
of subsidiaries at the date of the balance sheet. It is at least 
curious that whereas a combine of the direct merger type has 
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to publish accounts showing the operating results for the 
financial period and the accumulated results to date, a holding 
company merger may still, without evoking comment from its 
auditor^ except possibly in extreme cases, understate its annual 
profits and give little or no indication of the reserves of profits 
undrawn from the subsidiary companies. Such, however, is 
the practice sanctioned by tradition and permitted by law. 

Notes on Information to be given in Statement regard - 

* ing Subsidiary Companies (Section 126) 

Dealing now briefly with the information which it is necessary 
to give in the statement regarding subsidiaries it will be seen 
that the Act does not prescribe the treatment which is to be 
accorded to the results of subsidiary companies but aims at 
obtaining disclosure of those principles which in the exercise of 
their discretion the directors of the holding company have 
applied to their company. 

It will be noted that Section 126 uses the words aggregate 
profits and losses ” in setting out the information required in 
the statement in regard to subsidiary companies. This has been ‘ 
interpreted by some as meaning the excess of aggregate profits 
over aggregate losses or vice versa , but the more general under- 
standing of the section is that the treatment of the aggregate 
profits of subsidiaries making profits is to be described separ- 
ately from the treatment accorded to the aggregate losses of the 
concerns making losses. 

Adopting the latter interpretation the directors' statement will 
deal first with the treatment accorded to the aggregate results 
of the successful subsidiary companies for the year. Thus the state- 
ment will show, for instance, whether the holding company has 
taken up its full proportion of the profits (declared in dividend or 
not) attributable to its shares, or whether it has taken credit for 
only the dividends received or receivable on its holdings. The 
holding company may have partly followed one procedure and 
partly another, e.g. it may have taken up the whole of its pro- 
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portion of the profits of British subsidiaries but only the divi- 
dends received or receivable from subsidiaries situatedabroad, or 
in some cases it may not have taken up any of the profits earned 
by its subsidiaries. Whatever course may have been 'followed 
must be described in the statement. 

Secondly, the directors will give information regarding the 
treatment of the results of subsidiary companies which have 
incurred losses for the year. It will be noted that the statement has 
to show in every case the extent to which the losses have been 
taken into account in arriving at the profits or losses disclosed by 
the holding company’s own accounts. According to the opinion 
of Counsel referred to, it would appear that this means that 
the statement must show how far the losses have been taken 
into account in arriving at the results of the holding company 
for the year. Thus, if any of the losses of subsidiary companies 
have not been taken up by the holding company or have been 
taken up as a charge against reserves carried in its balance 
sheet and not against the profit and loss account of the year, it 
will be necessary to indicate this. In the latter case it will, 
presumably, not be sufficient to say that provision has been 
made in the accounts of the holding company for the losses of 
subsidiary companies without indicating the course adopted. 

Apart from the general information which must be given in 
every case as to the treatment of the losses, the statement 
regarding subsidiary companies has to show what has been done 
with the losses in the books of the unsuccessful subsidiaries 
themselves, e.g. whether they have been carried forward 
wholly or partially, charged against previously earned undis- 
tributed profits of those companies, or written off advances 
from the holding company. 

In some cases the losses may have been partially written off 
profits previously accumulated by the subsidiary companies and 
partially taken up in the holding company’s accounts. What- 
ever course may have been adopted must be indicated in general 
terms in the directors’ statement. 



METflOD (i) — THE LEGAL BALANCE SHEET ( Continued ) 79 

In practice a large variety of methods of treatment both of 
profits and losses necessarily arises and a number of examples of 
statements regarding subsidiary companies published by some 
well-known companies is printed later in this chapter and 
others will be found with the published accounts in Appendix II. 

Qualifications i n Report of Auditors on Balance Sheets of 
Subsidiary Companies (Section 126 (2) ) 

Should the auditors’ report on the balance sheet of any 
subsidiary not state without qualification that the auditors of 
that company have obtained all the information and explana- 
tions they have required and that the balance sheet is properly 
drawn up so as to exhibit a true and correct view of the state of 
the subsidiary company’s affairs according to the best of their 
information and the explanations given to them and as shown 
by the books of the subsidiary, the statement in regard to sub- 
sidiary companies just referred to must contain particulars of 
the manner in which the report is qualified. (Section 126 (2).) 

It is important to note that the Act uses the word “ qualifica- 
tion ” in this connection. Any statement in the auditors’ 
report which would not in the ordinary course be regarded as a 
qualification would not necessarily come within the scope of 
the section and might not require specific reference in the 
statement regarding subsidiary companies. Where notes 
appear on the face of the balance sheet of a subsidiary company 
and are referred to in the report of its auditors it is a matter 
for consideration whether those notes are merely explanatory, 
in which case no reference to them need be made in the state- 
ment of the parent company’s directors under Section 126 (2), 
or whether they are in effect qualifications of the view of the 
subsidiary’s affairs given by its balance sheet, in which event 
particulars of the qualification would need to be included in 
the* statement. 

The determination as to what is a qualification and what is 
merely a statement amplifying the auditors’ report depends on 
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the circumstances of the particular case. It is difficult to lay 
down a hard and fast rule by which to make the distinction. 
Where, however, there is any doubt in the minds of the directors 
of the holding company they will probably deem it advisable 
to quote from the report of the auditors of the subsidiary com- 
pany the remark which may be in question. 

In the case of subsidiary companies incorporated under the 
British Companies Acts it is, as a rule, a comparatively simple 
matter for the directors of the holding company to extract 
particulars of the manner in which the auditors' reports on fhe 
balance sheets of subsidiary companies are qualified and to 
insert the requisite particulars in the statement annexed to 
the holding company's balance sheet. Examples of such 
qualifications are as follows : — 

‘‘The reports of the auditors on the Balance Sheets of two of the sub- 
sidiary companies state that no depreciation has been provided on the 
properties, plant, &c., of those companies during the past year.” 

“ The auditors’ report on the Balance Sheet of one subsidiary com- 
pany contains a statement that in arriving at the profits shown by the 

accounts for the year provision has not been made for losses of £ 

incurred by a subsidiary of that company.” 

“ The report of the auditors on the Balance Sheet of a subsidiary 
company contains the remark that they have not been able to obtain 
satisfactory confirmation of the company’s titles to properties included 
in the balance sheet.” 

Other examples are printed later in this chapter. 

In the case of companies which are not incorporated under 
the British Companies Acts, and particularly in the case of 
foreign subsidiary companies, it is sometimes difficult, owing 
to the form of audit report, which may not be in the British 
form at all, to determine exactly what the qualifications are 
to which reference should be made and difficulties in complying 
with this subsection of the Act may arise in this case. 

An example of the way in which foreign companies have been 
referred to in practice where their auditors' reports have not 
been in the British form is the following : — 

"In the case of certain Foreign Subsidiary Companies the Auditors’ 
Ceitificates are not in the Form required in the case of a British Com- 
pany by the Companies Act, 1929, but they are unqualified.” 
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It will frequently be possible in the case of such companies, 
particularly where they are wholly owned, to arrange that in 
addition to the certificate which may be given by the auditors 
in conformity with local practice, they should give an additional 
certificate prepared on the lines of the auditors' report as re- 
quired by the British Act. Should an unqualified report of 
this character be attached to the balance sheet which is trans- 
mitted to the holding company, no qualification would need 
to be made in the statement regarding subsidiary companies. 

It would appear that the word “ auditor ” in Section 126 (2) 
refers to the auditor officially appointed to audit the annual 
accounts submitted to the shareholders of the subsidiary com- 
pany. In the case of foreign subsidiary companies, where an 
investigation is also made by a separate firm of accountants 
whose report may perhaps be qualified, although that of the 
official auditors contains no qualification, the directors of the 
holding company would not be bound under the Act to make 
any reference to the qualifications of the investigating ac- 
countants in preparing their statement regarding subsidiary 
companies. They would, however, naturally use their discretion 
as to whether such a reference might be desirable with the 
object of making their own accounts more informative and 
accurate and the auditors of the holding company would also 
bear the qualifications in mind in drafting their certificate on 
the accounts of the holding company. 

Auditors’ Duty in connection with Statements required 
by Section 126 

The British Act prescribes that the persons who sign the 
balance sheet, i.e. directors of commercial holding companies, 
shall sign the statement regarding subsidiary companies. It is 
the opinion of Counsel that the form of the statement is there- 
fore^ matter for the directors of the holding company and 
that the auditors, as such, are not legally concerned with it. 
Auditors are, however, frequently asked to give directors the 
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benefit of their advice on the subject and it is of importance 
that practising accountants should be ready at all times to 
advise as to the form in which the statement should be made. 
Further, as the statement has to be annexed to ar balance 
sheet reported on by them, the auditors (whatever their legal 
position may be) are obviously concerned to see that it is accu- 
rate. It is therefore desirable that they should approve the 
contents of the statement and it may be doubted if there are 
many cases in practice where this is not done before the audi- 
tors’ report on the balance sheet is signed. 

Examples of Published Statements under Section 126 

A number of examples actually used in practice are given 
below and some others will be found in the published accounts 
printed in Appendix II. 

Example i. 

“ The results of the trading of the subsidiary companies have been 
taken into account in arriving at the profit of the holding company.” 
Example 2. 

” During their last financial years three of the operating subsidiary 
companies made profits which fell short, to a small extent, of the losses 
incurred by two other subsidiary companies. The profits and losses 
remain in the accounts of the respective companies and no provision 
for the excess of losses over profits has been made in arriving at the 
results shown in the attached Profit and Loss Account.” 

Example 3. 

" The profits made by one subsidiary company during its last 
financial year have been brought into this company’s accounts to the 
extent of the dividend receivable from that company. The other subsid- 
iary companies incurred losses during their last financial year, which 
losses have been carried forward in the accounts of those companies or 
set against undistributed profits of previous periods. This company’s 
proportion of the nett losses sustained by all the subsidiary companies 
as above exceeds its share of the undistributed profits earned by approxi- 
mately £ , which has been provided for out of the profits of the 

year.” 

Example 4. 

“ There have been brought into account the whole of the profits made 
during the year by subsidiaries whose entire share capital is held by the 
company and, in the case of subsidiaries whose entire share capital is 
not so held, the dividends on the company’s holdings declared or to be 
declared in respect of the year 19 ... . Full provision has been made for 
any losses incurred.” 
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Example 5. 

“ The majority of the subsidiary companies have made profits during 
the year ended 30th September 19. which are included in the above 
accounts only to the extent of dividends declared. The remaining profits 
have been either carried forward in the accounts of the respective 
companies, or applied in reduction of deficits brought forward from 
preceding years, for which provision had already been made in the 
accounts of this company. Four of the subsidiary companies have 
made losses which have been carried forward in their accounts, and 
provision has been made therefor in the accounts of this company. The 
Auditors' Reports on the Balance Sheets of certain of the subsidiary 
companies, being foreign companies, are not in the form required by the 
Companies Act, 1929." 

Example 6. 

“ The profits of the company for the year ended 30th September 19 . . , 
include the profits of subsidiary companies which have made profits, less 
the losses of such subsidiary companies as have sustained losses, as 
shown by the annual (audited) accounts of the subsidiary companies, 
made up to dates within the year ended 30th September 19 . . " 

Example 7. 

“ We Certify : — 

(1) 

(2) In accordance with the requirements of the Companies Act, 1929, 
that the profits and losses shown in the accounts of the subsidiary 
companies, made up to the 31st December 19. . , have been incorporated 
in the Holding Company's accounts to the extent of the Profits and 
Losses made, except in the case of three companies where profits to the 
extent of the dividends declared only have been included." 

Example 8. 

“ We Certify that : — 


The Revenue Accounts and Profit and Loss Account include the 
transactions for the year of the wholly-owned subsidiary companies 
and the dividends receivable from the partially-owned subsidiary 
companies. All the subsidiary companies made a profit. 

The directors’ remuneration amounted to £ inclusive of fees 

paid by subsidiary companies." 

Example 9. 

“The profits of these companies are not included in the accounts of this 
company, but any dividends distributed by them and received by this 
company are included, and profits not distributed by them as dividends 
are retained by them in reserve ; any losses incurred by them are allowed 
for in fixing the value placed upon their shares in the accounts of this 
company." 

Example 10. 

“ Profits of subsidiary companies have been included to the extent 
of the dividends declared and received or receivable by this company ; 
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the balance of these profits has been carried forward in the accounts of 
the companies and exceeds the aggregate losses of other subsidiary 
companies, which have also been carried forward. 

As the company has undertaken to provide obsolescence and deprecia- 
tion on the fixed assets of the majority of its subsidiary companies, these 
companies have made no such provision in their accounts except in the 
case of wasting assets and leaseholds. The auditors' certificates have 
been qualified accordingly." 

Example ix. 

" The profits of subsidiary companies have been included in the 
Profit and. Loss Account only to the extent of the dividends received 
during the year, such dividends being mainly paid out of profits of 
previous years. 

The book value of shares in subsidiary companies has been written 
down in the Balance Sheet to provide for the loss to date of A. Co. Ltd. 

No provision has been made in the Profit and Loss Account for the 
year for losses of subsidiary companies as the undistributed profits of 
other subsidiary companies exceed such losses, so far as they concern the 
company." 

Example 12. 

" Profits of subsidiary companies have been included in the above 
account to the extent of the dividends which have been declared by 
them. No losses have been made." 

Example 13. 

" The profits or losses shown in the accounts of subsidiary companies 
made up to a date within the year ended 31st December 19. . , have been 

dealt with in arriving at the above balance of £ as follows : — 

Profits have been taken credit for to the extent of the dividends 
declared on the shares held by the company, which dividends, in the 
aggregate, are substantially less than the profits earned (proportionate 
to the shareholding of the company) as shown by the accounts of the 
respective companies. 

Losses (proportionate to the shareholding of the company) have 
been wholly provided for. The provision so made has been written off in 
arriving at the amount at which the shareholdings and amounts owing 
by subsidiary companies have been stated in the balance sheet." 

Example 14. 

" The Profits and Losses of all subsidiary companies have been 
included in the accounts of this company." 

Example 15. 

“ No value is attributed in the above Balance Sheet to the Company's 
holding in two subsidiary companies. Neither of such subsidiary 
companies has made up any accounts nor has either made any profits or 
incurred any losses." 

Example 16. 

" The profits of subsidiary companies only to the extent of the divi- 
dends receivable therefrom are included in the above account. Such 
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dividends together with the amount transferred from " reserve for 
losses of subsidiary companies ” and equivalent to the company's 
proportion of the net profit earned during the year by subsidiaries 
formerly making losses, do not exceed the aggregate of this company's 
proportion of the profits less losses of subsidiary companies for the year. 

The Balance Sheets of certain Foreign subsidiary companies whilst 
complying with the requirements of the laws of the respective countries 
concerned do not bear auditors’ reports in the form required by the 
Companies Act, 1929, of the United Kingdom.” 

Example 17. 

“ The profits of the subsidiary company for the year ended 30th June 
19. have been declared in dividends and have been included in the 
above accounts.” 

Example 18. 

“ As regards the profits of subsidiary companies for their financial 
years ended within the year to 3 1st August 19 . . , the aggregate dividends 
received and receivable by the company from subsidiary companies are 
slightly in excess of the actual profits earned by those companies and 
such dividends have been included in the above Profit and Loss Account. 

Full provision has been made in the accounts of this company for 
its proportion of the losses sustained by subsidiary companies. Such 
losses have been either carried forward in the accounts of those 
companies or provided for out of their undistributed profits.” 

Example 19. 


The profits or losses shown in the accounts of subsidiary companies 
made up to a date within the year ended 31st December 19. . , or in the 
last previous accounts which became available within that year have 
been dealt with as follows : — 

Profits are included in this company’s revenue accounts to the 
extent of the dividends received. 

Losses of four companies (two of whose accounting periods ended in 
19. . and two at 31st December 19. . ) amounting in the aggregate to 

£ and of sub-subsidiary companies whose accounting years 

ended at 31st December 19. . , amounting in the aggregate to £ 

have been carried forward in their respective accounts. No specific 
provision has been made for them in the accounts of this company.” 

Example 20. 

This company’s share of the net aggregate profit earned by sub- 
sidiary companies (with one exception referred to below) during the last 
year in respect of which their accounts are available has been included in 
this company’s Profit and Loss Account. 

Hr the case of the subsidiary company excepted above, whose 
accounts show a profit for the year 19. .,110 dividend has yet been de- 
clared, but the dividend for the year 19. . is included in this company’s 
Profit and Loss Account.” 
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Example 21. 

“ In addition to the directors’ remuneration shown above, certain 
directors of this company have received fees from subsidiary companies 
amounting to £ 

Profits of subsidiary companies have been included in the above 
Profit and Loss Account to the extent of the dividends (in respect of this 
company’s shareholdings) declared by such subsidiary companies. A 
portion of such dividends relates to profits of a prior period.” 

Example 22. 

“ In the above accounts, profits of subsidiary companies have been 
included only to the extent of the dividends declared and received or 
receivable ; no provision has been made for a loss sustained during tjie 
year by a subsidiary company in process of being amalgamated with this 
company as all losses were taken into account in the purchase considera- 
tion payable under the amalgamation agreement.” 

Example 23. 

“ The profits of subsidiary companies, as disclosed by the accounts 
thereof, made up to a date within the period to 28th April 19. ., have 
been included in the profits of this company to the extentof the dividends 
declared, which dividends are less than the profits earned. No subsidiary 
company has incurred a loss.” 

Example 24. 

” The policy adopted in previous years of treating subsidiary com- 
panies on the footing of branches has been continued ; that is to say, in 
the Balance Sheet now submitted, the company’s proportion of their 
undistributed profits or losses has been credited or reserved for in 
Profit and Loss Account.” 

Example 25. 

“ The dividends received from subsidiary companies have been 
included in the company’s trading account. In the aggregate the profits 
of the subsidiary companies exceeded the declared dividends. Losses of 
subsidiary companies so far as they concern this company have been 
dealt with in this company’s accounts.” 

Example 26. 

“The profits of the subsidiary companies shown in their last accounts 
made up within the year ended 31st January 19 . . , have not been dealt 
with in the above accounts, as no profits were available for dividend on 
this company’s holdings in ordinary and deferred shares. In the case of 
a small buying company a loss was sustained which is provided for in 
the above accounts.” 

Example 27. 

“ Dividends declared by subsidiary companies in respect of the year 
ended 31st March, 19. are credited in the Profit and Loss Account of 
the company for the year. A loss made by a subsidiary company 
incorporated abroad during the year, has been carried forward in the 
accounts of that company, but is covered by undistributed profits of the 
year of other subsidiary companies.” 
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Example 28. 

“ The profits of subsidiary companies are included in the profits of this 
company to the extent of (a) the dividends declared in respect of the 
year 19. . and (b) an appropriate amount in respect of the profits earned 
in 19. . by certain subsidiary companies which had previously sustained 
losses for which this company had made provision in full. 

In the case of those subsidiary companies which have sustained 
losses in 19. . this company's proportion thereof has been provided for 
out of the profits as above set forth with the exception of certain losses 
of a capital nature which have been charged against the reserve for 
contingencies. 

In the accounts of the subsidiary companies these losses have been 
either carried forward or provided for out of undistributed profits of 
those companies." 

Example 29. 

“ The directors report that all losses made by subsidiary companies 
have been fully provided for in the company’s accounts and profits of 
subsidiary companies have only been included in so far as dividends have 
been declared. The balances of profits and losses have been carried 
forward in the accounts of the respective subsidiary companies." 

Example 30. 

“ Nothing has been included in the above account in respect of the 
excess of profits over losses of the subsidiary companies for their respec- 
tive accounting periods ending within the year to 3 1st March 19 . . . 

Profits and losses of the subsidiary companies have been carried 
forward in their respective Profit and Loss Accounts. 

The Balance Sheets of A. Co. Ltd. and B. Co. Ltd., have been 1 
certified by the auditors ‘ subject to adequate provision for depreciation 
of the assets generally.’ ’’ 

Example 31. 

" Fees to directors of this company charged in the accounts of sub- 
sidiary companies amount to £ 

In the aggregate the subsidiary companies have made a profit 
during the financial year and the amounts receivable in dividends are 
included in the above Profit and Loss Account." 

Example 32. 

“ Provision has been made as above for losses of the subsidiary 
company A. Co. Ltd., (after deduction of the profit for the year 19. .) 
converted at F. . . . to the £. Losses for the years 19. ./. . amounting to 

£ at F. . . . to the £. (being amounts set aside for depreciation) 

shown in the accounts of a sub-subsidiary of that company have not 
been provided for." 

Example 33. 

<% The profit of the company for the year ended the 3 1st December 19 . . , 
includes the profits of subsidiary companies, making profits, only to the 
extent of the dividends declared or about to be declared by such 
companies on the shares held by the company. 
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Losses during the year made by subsidiary companies, in so far as 
they may be attributed to the shareholdings of this company, have been 
provided for in the accounts of this company/ ' 

Example 34. 

“ Directors’ fees from this corporation and its subsidiary companies 
amount to £ 

The profits of subsidiary companies are included in these accounts 
only to the extent of the dividends declared by such companies, and the 
undistributed balances of profit have been carried forward. The losses 
have been carried forward or set off against earlier profits in the accounts 
of the subsidiary companies concerned. 

The accounts of A. Co. Ltd., have not yet been completed. The 
auditors of that company have expressed the opinion that its shares in 
and loans to its subsidiary companies and its freehold and leasehold 
properties appear in its books at amounts which are in excess of their 
value. 

The company has made provision for the losses of its direct sub- 
sidiary companies to the extent of writing off the book values of the 
shares held in such companies 


Losses of Subsidiaries after Close of their Accounts 

Cases sometimes arise in practice where although the ac- 
counts of subsidiary companies for the periods ended within the 
accounting period of the holding company show satisfactory 
profits, the trading between the date of the subsidiary compan- 
ies' balance sheets and that of the parent company has resulted 
in losses. 

In preparing their statement regarding subsidiary companies 
to accompany the balance sheet, the directors of the holding 
company are not legally required to make any reference to 
these losses and they have full discretion in deciding whether 
or not provision for such losses should be made in preparing 
their own company's balance sheet. Should such circumstances 
arise it would obviously be prudent for the directors of the hold- 
ing company to refer to such losses in their statement and still 
more desirable to make provision for the losses in the accounts 
either by a direct charge against the profits of the holding 
company or by leaving undrawn profits in the accounts of 
successful subsidiary companies. 
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Trading Operations Conducted by Sub -subsidiaries 

Important points may arise where the main trading opera- 
tions of the combine are carried out by sub-subsidiary com- 
panies, as the directors are not compelled to give any informa- 
tion as to the trading results of such companies in the statement 
required by Section 126. 

This is an omission of some importance from the Act 
inasmuch as conditions of this kind obtain in a number of 
large enterprises. The absence of any legal requirement to 
indicate the treatment accorded to the results of sub-subsidiary 
companies may facilitate evasion of disclosure of matters which 
should be brought to the notice of the members. 

The best practice is of course so to draw the accounts of 
the subsidiary companies which own the shares of the 
sub-subsidiaries as to provide for any losses of sub-subsidiary 
companies. Where this is done the statement annexed to 
the holding company's balance sheet in regard to subsidiary 
companies will then cover any trading losses incurred by the 
sub-subsidiary concerns. 

If Directors Cannot Obtain Information for Section 126 

If for any reason the directors of the holding company are un- 
able to obtain the information necessary for the preparation of 
their statement regarding subsidiary companies, they must make 
a report to that effect in writing and this report is to be substi- 
tuted for the statement to be annexed to the balance sheet 
(Section 126 (4)). 

This clause in the Companies Act is evidently intended to 
cover exceptional situations, such as certain foreign concerns, 
and cases such as that of Subsidiary D. in Appendix I. Direc- 
tors in making such a report would doubtless not content 
themselves simply with the remark that they were unable 
to obtain the information requisite for the statement or that it 
was not available, but would no doubt give some explanation 
to the members of the special circumstances. 
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It should perhaps be added that the fact that the directors 
of a holding company are required to give certain information 
to the members in their statement regarding subsidiary com- 
panies does not in any way relieve the auditors of their duty 
to satisfy themselves that the balance sheet of the holding 
company shows a true and correct view of the state of the 
company’s affairs. If they have any reason to think that it 
does not do so they have a duty to set out their views in their 
report to the members on the balance sheet of the holding 
company. 

Directors’ Remuneration (Section 128) 

As has already been mentioned Section 128 of the Companies 
Act, 1929, requires that a holding company’s accounts shall 
include particulars showing the total amount paid to the 
directors as remuneration for their services including their 
remuneration from any subsidiary company. 

The practice in regard to the manner in which this informa- 
tion is set out varies somewhat. Some companies prefer to 
include particulars of the total remuneration of the directors 
in their statement concerning the accounting treatment of 
profits and losses of subsidiary companies. Others set out the 
total charge for remuneration in the profit and loss account of 
the holding company, showing as a deduction therefrom the 
amounts borne by subsidiary companies and extending the 
net charge borne in the accounts of the holding company itself. 
A further practice is sometimes adopted of showing the infor- 
mation as a separate note on the balance sheet or profit and 
loss account. 

There may be some doubt whether the information required 
by the Act includes particulars of the remuneration drawn by 
the directors from sub-subsidiary companies. So far as the 
writer is aware, although no authoritative ruling has been given 
on the question, the balance of opinion appears to be in favour 
of not including such remuneration in the figures disclosed in 
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the published accounts of holding companies. In practice 
the amounts stated in the accounts are generally those paid by 
the holding company itself together with the disbursements 
of its legal subsidiaries only. 

The Act specifically provides that the remuneration of a 
managing director of the holding company need not be included 
in the published figures of directors’ remuneration. In the 
case of any other director who holds a salaried office or employ- 
ment in the company only his directors’ fees need be included 
in the published total. 

It will be noted that the provision refers to an office or 
employment in the company . At first sight this might appear 
to mean that if the working directors of a holding company 
group hold their managerial appointments in the holding com- 
pany, then the remuneration for their management services 
need not be included in the figures of directors’ remuneration 
published in the accounts, but that if their appointments are 
held in the subsidiary companies (even though they perform the 
same services) their management remuneration must be in- 
cluded in the published figures of directors’ emoluments. So 
far as the writer is aware, the precise significance of the section 
in this respect has not yet been interpreted in the Courts, but 
the usual practice appears to be to treat such managerial 
remuneration paid by the subsidiary companies as not requiring 
disclosure. This practice has the support of Counsel’s Opinion, 

If the directors do not comply with the requirements of the 
section (Section 128) the auditors of the holding company 
are required to include in their report on the balance sheet a 
statement giving the requisite information so far as they are 
reasonably able to do so. 
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METHOD (I)— THE LEGAL BALANCE SHEET (cont.) 

It will be seen from the notes in the previous chapters that 
Parliament now requires disclosure of information as to the 
principles which have been adopted by the directors in dealing 
with the profits and losses of the subsidiary companies but 
still leaves it to each company to determine what this procedure 
should be. 

It is now proposed to mention some of the circumstances 
which should be taken into account in considering this question. 

Balance Sheets of Subsidiaries show Improved Position 

One of the most useful results accruing from the preparation 
of the amalgamated statement of assets and liabilities of the 
combine to which reference has already been made, is that it 
throws into relief the aggregate profits remaining undistributed 
less the aggregate losses unprovided by the parent concern. 

If the surpluses of the subsidiary concerns taking them as a 
whole have increased since the date of the acquisition of the 
shares, that is to say there is a profit in their accounts undistri- 
buted, then other factors remaining the same, the position has 
improved and, consequently, no exception would be taken to 
the investments in the balance sheet remaining “ at cost.” 

It might be that the directors would wish to take up any 
undistributed profits of subsidiaries as an asset in the holding 
company's balance sheet and credit the amount to the profit 
and loss account. If, as is assumed, the undertakings are not 
merely owned but also effectively controlled, and the amount 
is properly disclosed on the face of the accounts, then no objec- 
tion could be raised to this course provided always that reserves 
for any losses of other subsidiaries are made. Where there 
is control which, however, is not exercised, it would appear un- 
advisable that undistributed earnings should be taken up, and 
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consequently, only dividends actually declared or proposed to 
be declared should be credited to profit and loss account. 

In this country the number of holding companies which 
take up in their own accounts the undistributed profits of sub- 
sidiaries is still comparatively small, but the practice appears 
to be more common than it was a few years ago. Where such 
undrawn profits are taken up it is the practice of some holding 
companies to add the amount taken up to the book value of 
their shareholdings in subsidiary companies and to describe 
these in the balance sheet as “ at cost plus undistributed profits 
since acquisition '' or in some similar way. A preferable way 
more usually adopted is not to write up the book value of the 
shares but to take up the profits in an account shown separately 
in the balance sheet as “ Undistributed Profits of Subsidiaries/ ' 
As the profits will not be collected unless the subsidiaries pay 
dividends, they should not be included as current indebtedness 
under the heading of Amounts owing by subsidiary com- 
panies ” without being appropriately distinguished. Dividends 
declared or proposed to be declared by subsidiaries which 
will be paid in cash in the ordinary course are in a different 
category and may reasonably appear under the heading of 
current indebtedness of subsidiaries or be deducted from 
amounts owing to them. 

It is necessary to mention again here the possibility of abuse 
by allowing considerable profits to be accumulated year by 
year in the hands of subsidiary companies (paying only a small 
dividend or no dividend at all) and without any adequate 
reference thereto in the holding company's balance sheet or 
in the statement annexed thereto. This would result in an 
understatement of the real profits of the business as a whole 
and unless the accounts of the subsidiaries are published or 
furnished to the shareholders of the holding company the mem- 
bers might be entirely ignorant of the true results and unable 
to obtain any indication of the earnings attributable to their 
shares. From an auditor's point of view all such cases require 
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special consideration, bearing in mind that the practice indi- 
cated if carried to excess may easily result in a point being 
reached where a holding company's balance sheet no longer 
shows a true and correct view of the affairs of the undertaking. 

Where a holding company acquires a subsidiary concern 
with a deficiency of assets, which deficiency is made good by 
profits earned subsequently, the profits would go in the sub- 
sidiary company's accounts to the reduction of the deficiency, 
but the holding company would be justified, if it so desired, 
in treating these profits as part of the current earnings of the 
whole business, thereby increasing the book value of the 
interests in subsidiaries in the holding company's accounts. 

Inasmuch as the current profits would go to extinguish the 
previous losses in the accounts of the subsidiary company, 
the holding company (even although it controlled the board of 
directors of the subsidiary) might not be in a position to with- 
draw the profits in the form of dividends as the current earnings 
would not become available for distribution until the previous 
losses were eliminated. In practice, however, it is more than 
likely that any deficiency at the date of acquisition would be 
adjusted by a reduction of the subsidiary's capital or some other 
procedure as a result of which the subsequent earnings would 
be immediately available for dividend purposes. 

Losses incurred before the date of acquisition are as much 
capital as are profits earned before that date, and an appropriate 
allowance therefor would probably be made in the purchase 
price. If these losses are subsequently wiped out, the value of 
the investment is correspondingly increased. As dividends 
paid out of surpluses at the date of acquisition are capital, so 
profits made since are revenue and could be so treated, though 
it is not suggested that they should always have this treatment. 

It is important to bear in mind, however, that undistributed 
earnings of a subsidiary taken up in the accounts of the holding 
company should not be declared as dividend by the holding 
company. In the case of wholly owned subsidiary companies 
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operating in Great Britain there seem to be good reasons for 
causing those companies to declare the whole of their profits 
in dividend and thus to avoid this difficulty. In the case of 
partly owned and foreign subsidiaries different considerations 
arise which may in some cases make it undesirable to draw 
the whole of the profits in dividend or to take up the undistri- 
buted profits in the holding company’s accounts. 

Balance Sheets of Subsidiaries show Losses since 

- Acquisition 

It is now necessary to consider the position supposing the 
subsidiaries taken as a whole have changed for the worse : 
that is to say, there is a loss (after charging any dividends paid) 
which has arisen since the businesses were acquired. 

Although there is no legal obligation to do so, provision 
should be made by the holding company in its profit and 
loss account for this loss. How the provision should be dealt 
with in the balance sheet is a matter for consideration. Some 
accountants take the view that the book value of the shares in 
or indebtedness of subsidiary companies should be written 
down in the balance sheet on the grounds that a loss has actually 
been realised, and those who accept this view apply the pro- 
vision first against the book value of the shares, and secondly 
against the indebtedness. In some circumstances the practice 
leads to difficulties, particularly where the policy of taking up 
the excess of undrawn profits of successful subsidiaries over the 
losses of unsuccessful subsidiaries is adopted. In such cases 
the application of the provision to the writing down of the 
book value of the less successful subsidiaries in the holding 
company’s balance sheet involves in effect the writing up of 
the shares in or indebtedness of the more successful subsidiaries. 
It also leads to other difficulties of a semi-legal character 
should the unprofitable subsidiaries begin at a later date to 
earn profits which it is desired to take up as revenue in the 
holding company’s accounts. 
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An alternative practice which has much to commend it has 
been developed in recent years whereby instead of adjusting 
the book values of the shares in and indebtedness of subsidiary 
companies shown in the balance sheet of the holding company, 
the provision made by the holding company out of its own 
profit and loss account in respect of the excess of the losses of 
subsidiary companies over the undrawn profits of other sub- 
sidiary companies is carried to a separate account, described 
by some name such as “ Reserve for losses of Subsidiary 
Companies.” This reserve is either carried as a separate item 
on the liabilities side of the balance sheet or is applied as a 
deduction from the aggregate of the shares in and indebtedness 
of subsidiary companies. The latter method has been adopted 
in preparing the legal accounts of the holding company shown 
in Appendix I. 

If this practice is adopted the shares and indebtedness are 
shown at cost and the shareholders in the holding company are 
kept informed as to the extent of the losses which have been 
sustained on the operations of the subsidiary companies and 
not provided for by the holding company. If in the future the 
unsuccessful subsidiaries begin to earn profits, but, owing to 
their financial position or to their inability to pay dividends 
whilst their profit and loss accounts are in debit, the holding 
company may transfer from its reserve for losses of subsidiary 
companies to its profit and loss account for the year, an amount 
equivalent to the earnings of those subsidiaries. In this way 
the holding company’s accounts may be made to reflect the 
earnings of the group for the year. 

Whether the practice of carrying the provision made by the 
holding company to a reserve for the losses of subsidiary com- 
panies or the practice of applying the provision in writing down 
the assets is adopted, it would generally be unnecessary, once 
the interests in a subsidiary company have been wholly written 
off or fully reserved against, to make any further provision in 
the balance sheet unless the holding company is under any 
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obligation or has any intention of financing additional losses 
of the subsidiary by further advances at a later date. 

If provision were not made for the loss the effect on the 
balance sheet of the holding company might be important, 
as credit would have been taken for dividends arising from 
flourishing subsidiaries, while no provision had been made for 
losses incurred by others, all of which were for practical 
purposes branches of the same business. 

This provision should be made even if in the accounts of the 
subsidiaries the losses have been met out of old reserves in 
existence before the shares were purchased, as these reserves 
are capital from the standpoint of the holding company and 
should not be regarded by it as available to meet losses since 
acquisition. In such circumstances, until the old reserves of 
subsidiaries are made good, any dividends paid by them out of 
subsequent profits would be a return of capital to the holding 
company and, therefore, not available as dividend to its share- 
holders. 

In taking the subsidiaries as a whole and treating them as 
branches, as suggested, it follows that losses incurred by some 
will be partly or wholly offset by undistributed profits made by 
others. Where this occurs it is generally better, at any rate 
where the profit earning subsidiaries are wholly owned and are 
operating in this country, that the subsidiaries having the 
profits should divide them and the holding company should 
make the necessary provision for the losses of the others. In 
short, any offsetting should be done through the holding com- 
pany's accounts, and losses of unsuccessful subsidiaries should 
preferably not be provided for merely by allowing profits to 
accumulate with other subsidiaries. 

In practice, some holding companies take up in their own* 
accounts all losses made by subsidiary undertakings and not 
merely the proportion attributable to the number of shares 
held. 

Where this is done, entries are sometimes made in the ac- 
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counts of those subsidiaries so as to give effect to this procedure. 
Before deciding to make these entries in the accounts of the 
subsidiary concerns the directors should examine the procedure 
closely from a taxation standpoint, as a credit of this character 
might in some cases be treated for taxation purposes as a 
business receipt of the subsidiaries without the parent concern 
being able to obtain any corresponding relief from taxation. 
This may be particularly important in the case of subsidiary 
companies operating abroad. 

Where the procedure is adopted, inasmuch as the losses have 
been taken into account in arriving at the profits shown in the 
holding company's balance sheet and have also been dealt 
with in the accounts of the subsidiary companies by being 
written off advances from the parent company, it is necessary 
for the purpose of the statement regarding subsidiary companies 
to make a statement as to what has been done in the accounts 
not only of the parent company but also in those of the sub- 
sidiary concerns. 

With other companies it is not unusual to find some opposi- 
tion to provision being made for losses of subsidiary companies. 
The argument is not infrequently advanced that the losses 
are really set off by increases in the values of properties and 
valuations are sometimes produced to substantiate this state- 
ment. Increases in value which have occurred since the ac- 
quisition of the shares are not, however, as far as the holding 
company is concerned, an offset to trading losses of subsidiary 
companies since that date. To the holding company such 
increases are of a capital nature and have no more relation to 
the trading operations of the combine than any fluctuation in 
the value of properties, plant, etc., directly owned by the parent 
concern. 

Example in Appendix 

Some of the points referred to are perhaps best illustrated 
by reference to the example in Appendix I. 
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In that case the preliminary draft balance sheet of the 
holding company showed that it had the following interests in 
subsidiary concerns : — 

Shares and Debentures in subsidiary 
and sub-subsidiary companies (see 
preliminary draft) . . . . £1,804,500 

Deduct : Premiums on own shares 
issued in exchange for shares of 
Subsidiary A. . . . . . . 120,000 

£1,684,500 

Advances to Subsidiary A. . * £750,000 

Bills Receivable (do.) . . . . 215,000 

965,000 

Subsidiary B. 

Final Dividend . . . . £17,400 

Current Account . . . . 2,000 

19,400 

£2,668,900 

Less : Owing to Subsidiary D. . . 10,000 

£2,658,900 

The final dividend of Subsidiary B. for the year ended 31st 
December 1934 (£17,400) is assumed to have been received 
immediately after the close of the year and is therefore treated 
as an amount owing to the parent concern at the date of the 
balance sheet. 

A summary of the net assets as shown by the balance sheets 
of the subsidiary and sub-subsidiary companies has been pre- 
pared and is included in Appendix I. This summary shows 
that after excluding inter-company items and deducting the 
relative proportions attributable to outside interests, the net 
tangible assets (i.e. excluding goodwill) representing the Holding 
Company's interest in the subsidiary undertakings amounted 
to £1,753,995. The difference between this figure and the 
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foregoing total of £2,658,900 which was arrived at on the basis 
of the preliminary draft Balance Sheet is £904,905, made up as 
shown by the table on page 102 

In view of the figures in the table it would clearly be wrong to 
leave the item “ Shares in and amounts owing from subsidiary 
companies ” in the legal balance sheet of the holding com- 
pany at cost without reducing it in respect of the losses incurred 
within the group. 

Possible Note in Legal Balance Sheet as to what the 
interests in Subsidiaries represent 

There is no legal obligation on the directors of a holding 
company to disclose how the interests in subsidiary companies 
are represented by assets and liabilities. In the case of the 
holding company whose affairs are dealt with in Appendix I., 
for example, the directors would be under no obligation to 
give any indication in the legal balance sheet that the company's 
interests in subsidiary and sub-subsidiary companies include 
‘ an amount of £404,028, representing goodwill less capital 
reserves, but a note giving this information in the balance sheet 
might be of value to shareholders. 

It might also be of assistance to the members of a holding 
company to know how far the financial position of the combined 
undertakings is satisfactory, and this object might be to some 
extent achieved by the insertion of an appropriate note in the 
legal balance sheet of the holding company. A note has been 
drafted for this purpose so as to meet the circumstances of the 
Holding Company whose accounts are set out in Appendix I. 
This note is drawn in explanation of the item of £1,958,023 
shown in the amended draft legal balance sheet of the Holding 
Company in respect of " Shares in and Amounts Owing from 
Subsidiary Companies/' The note is as follows : — 

“ On the basis of the latest Balance Sheets of the subsidiary under- 
takings the above interests were represented by net tangible assets in 
those undertakings of book values as under : — 
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Land, Buildings, Plant, Machinery, &c. 

Shares, Debentures and indebtedness of the Hold- 
ing Company at par 
Stock in Trade 

Debtors, Bills Receivable and Cash 


£ 

1,905,000 

115,000 

757,730 

6l8,800 


£3-396,530 

Less : Debentures, Loans and other £ 

Liabilities, Final Dividends, &c. 1,586,500 
Interests of outside Shareholders 256,035 

7,842,535 


Total net assets at book values, 

exclusive of goodwill . . £L553,995 ” 

The auditors of a holding company would not, as a rule, 
be in a position to insist on the insertion of a note of this 
character. 


Provision needed for Trading Losses of Unsuccessful 
Subsidiary 

Then as to the trading since the date of the acquisition of 
the shares by the holding company : after deducting dividends 
drawn the net result to the holding company is a deficiency of 
£500,877. The proper course is to make provision for this loss 
in the accounts of the holding company by setting it against the 
surplus on profit and loss account of £479,000 shown in the pre- 
liminary draft balance sheet. If provision for the losses of the 
year is not made the directors will be obliged to disclose the fact 
in the statement regarding subsidiary companies" results which 
has to be annexed to the balance sheet. 

There are some who may say that where, in cases similar to 
the example shown in Appendix I f the directors make such a 
disclosure, it would be sufficient in dealing with trading losses 
of subsidiary companies if a reference is made on the holding 
company’s balance sheet to the effect that some portion of the 
advances due from subsidiary companies is bad or doubtful. 
This is not always enough, and, moreover, it should be borne in 
mind that if a note of this character is suggested, it pre-supposes 
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Company 

A 

Company 

B 

(Incorpor- 
ating C) 

Company 

D 

Total 


£ 

£ 

£ 

£ 

Goodwill — 





In Subsidiary Com- 





panies (proportion 
only) 

135,000 

48,720 



Excess of Cost over 





Nominal Value 


957, ooo 

30,600 


Excess of Nominal 





Value over Cost . . 

432,500 





297,500 

1.005,720 

30,600 

738,820 

Capital Reserves being 





proportion of Surpluses 
in existence at date of 
acquisition of Shares, 
viz. : on Reserves and 
Profit and Loss A/cs 

90,000 

158,092 

86,700 

334,792 


387,500 

847,628 

56,100 

404,028 

\ 

Profit N & Loss Account — 





Profits : 





Previous periods . . 

This year 


35,307 

10,200 


Losses 

526,250 




Stock Reserve 


40,020 



Reserve Funds : this year 


19,886 




526,250 

15,173 

10,200 

500,877 



Total 

. 

£904,905 



METHOD (l) — THE LEGAL BALANCE SHEET — ( Continued ) 10 3 

that the shares are worthless, because the first losses of a sub- 
sidiary company will fall upon the shares, and it is only after the 
capital has been exhausted that the advances which rank as 
ordinary creditors of the company are affected. 

Each case must of course be considered on its merits and 
although the Companies Act does not require the amount of 
the losses of subsidiary undertakings to be mentioned by the 
directors in their statement to be annexed to the balance 
sheet, they should carefully consider whether in the particular 
case the balance sheet exhibits a true and correct view of 
the position without mentioning the amount of unprovided 
losses. 

An examination of the figures of the subsidiary undertakings 
in the illustrations in Appendix I puts a complexion on the 
position of the parent concern entirely different from that which 
is indicated by the preliminary draft balance sheet. 

The surplus shown on that balance sheet, as will be seen, 
arises mainly from the dividends received from the flourishing 
company, Subsidiary B., amounting to £669,900. The next two 
items are of considerable importance, being the profit taken to 
credit in respect of charges to Subsidiary A. for interest on ad- 
vances amounting to £57,150 and for the profit on sale of goods 
obtained from A. amounting to £50,000. 

It would clearly be undesirable to take credit for either of these 
unless provision is made for the loss incurred by Subsidiary A. 
The loss of this company has been increased by the charge for 
interest on advances and probably also by a loss on the transfer 
of goods out of which the holding company made a profit. 
There is a similar item for interest charged against Subsidiary A. 
in the accounts of B. 

Again in the balance sheet of A. there are stocks on hand 
purchased from B. at a profit to the latter. From the stand- 
point of the holding company this profit has not yet been 
earned, and as credit has been taken for the dividends of B., 
amounting to the greater part of the profits for the period, a 
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deduction must be made for the holding company's proportion 
of B.'s profits on these stocks which amounts to £40,020. 

The holding company's own operations for the year have 
resulted in a loss of £280,000, and it is only by means of the 
dividends received from B. and the charges to A. that so large 
a surplus is shown. 

An amended draft legal balance sheet of the holding com- 
pany is set out in Appendix I giving effect to the adjustments 
already indicated, and this balance sheet shows a very different 
position from that set out in the original draft. It will be 
observed that the final balance on the profit and loss account 
agrees with that in the consolidated balance sheet referred 
to later, and that the item “ Shares in and Amounts owing 
from Subsidiary Companies " (after including Sub-subsidiary 
Company C. and deducting the amounts owing to Subsidiary D.) 
is also in agreement with the summary of assets and liabilities 
of subsidiary undertakings already mentioned. 

At the same time it is obvious that this amended balance 
^ sheet by itself, legal though it may be, is at its best, a poor 
instrument wherewith to show the true position of the affairs of 
the holding company and its subsidiaries, that is to say, of the 
group as a whole. 

Legal Profit and Loss Account of Holding Company 

The Companies Act contains no specific provisions as to the 
form and contents of the profit and loss account which in 
common with other companies a holding company has to sub- 
mit to its members. In practice these matters are usually 
decided by the directors, to whom, as has already been indi- 
cated, a wide measure of discretion is generally left as to the 
policy which they shall adopt in dealing in the holding com- 
pany's profit and loss account with the results of the subsidiary 
companies. The Act merely requires (in Section 126) dis- 
closure in general terms of the policy adopted in this matter 
but gives no guidance as to what that policy should be. 
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If the accounts are to afford full assistance to the members 
there is no doubt that they should be so drawn as to disclose 
with as near an approach to accuracy as possible the results 
of the operations of the company (whether directly or through 
subsidiary undertakings) during the period to which the ac- 
counts relate. 

There would appear to be good reasons in most cases for 
causing wholly owned British subsidiaries to distribute the 
whole of their profits in dividend to the holding company and 
for providing finance for their development either by subscrip- 
tion of additional shares or by advances. In this way, pro- 
vided that the holding company itself makes provision for any 
losses incurred by subsidiaries, the whole of the profits (less 
losses) of the group earned by the wholly owned subsidiary 
companies would automatically be taken up in the holding 
company's profit and loss account. 

In the case of partly owned and foreign subsidiaries different 
considerations may apply and it may not always be advisable 
to distribute the whole of their earnings in dividend. In such 
cases a note of the amount of the company's proportion of the 
undistributed profits (less losses) of the subsidiaries for the 
period might with advantage be inserted in the holding com- 
pany's profit and loss account. 

Should it happen that the holding company's proportion of 
the losses incurred by one or more subsidiaries exceed its 
proportion of the undistributed profits of others, proper pro- 
vision for the excess should be made in its own accounts. 

Where the policy is adopted of taking up dividends from 
subsidiaries and ignoring their undistributed profits, it is 
desirable that the dividends credited in the holding company's 
revenue account for the year should not exceed by a material 
amount its proportion of the profits (less losses)of the subsidiary 
undertakings for the year, or that adequate disclosure should 
be made of the inclusion of any such excess income in the 
revenue of the year. 
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The directors of the holding company whose accounts are 
set out in Appendix I have no problem of this character to 
deal with as they have followed the policy of taking up the 
losses and their company's proportion of both the distributed 
and undistributed earnings of the subsidiary undertakings. 
The draft legal profit and loss account shown in the appendix 
has been so drawn as to reflect this policy. 

Examples of the legal profit and loss accounts submitted 
by a number of public companies to their shareholders 
will be found with the balance sheets of those companies* in 
Appendix II. 

Auditor’s Duty 

The duty of the auditor of a holding company is to make his 
examination and report whether in his opinion the balance 
sheet represents a true and correct view of the state of the 
company's affairs. If he is not satisfied that the legal balance 
sheet as submitted by the directors sets out the true position 
of the company he has a duty to draw attention to the matter 
in his report to the members. 

If, for example, he is of opinion that owing to losses having 
been incurred by the subsidiary companies for which the 
holding company has not made adequate provision, or to some 
permanent shrinkage in their earning power, it may well be 
that this is a matter to which his report should refer. In 
another case he may well think it desirable to report the 
amounts of the losses of subsidiary concerns which have not 
been disclosed by the directors of the holding company. 

An auditor's duty in examining the accounts of a holding 
company with respect to its interests in subsidiary companies 
requires to be exercised at least as carefully as when he is deal- 
ing with any other item in the balance sheet. He has often 
to rely upon information, which to say the least is not full, 
and in all cases has to decide for himself after a careful study 
of the relevant circumstances how far it may be necessary to 
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carry his investigations so that he may report whether the 
balance sheet shows a true and correct view of the state of the 
holding company's affairs. He is entitled to take a reasonable 
view of the circumstances of each particular case and no precise 
rules can be laid down which will apply to all. 

He should not be satisfied simply by an inspection of the 
share certificates of the companies owned. If he does not have 
an opportunity of examining the balance sheets and accounts 
of the subsidiaries, or, if having examined them, he is not satis- 
fied that the parent company's balance sheet sets out the posi- 
tion correctly or with the information and explanations he has 
obtained in connection with them his report ought to state the 
facts. 
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METHOD (II)— THE LEGAL BALANCE SHEET 
TOGETHER WITH BALANCE SHEETS OF 
SUBSIDIARIES 

To publish the legal Balance Sheet and Profit and Loss Account of 
the Holding Company as in Method (I) and to present simultaneously 
the separate legal Balance Sheets and Profit and Loss Accounts of all 
the subsidiaries. 

It is not very usual to find the accounts of the subsidiary 
undertakings published along with the holding company's 
balance sheet. In some cases publication would be both 
practicable and helpful, but in others would either be imprac- 
ticable or would merely add to the difficulties of shareholders 
and others reading the accounts. 

It is largely a question of numbers of subsidiary undertakings. 
If there are only two or three it may be useful to publish the 
balance sheets simultaneously if they admit of some comparison. 

Perhaps the best illustration of this method of treatment is 
that of the large British banks and insurance companies, most, 
if not all, of which have subsidiary or allied undertakings either 
in this country or abroad carried on as separate companies. 
In some instances the accounts of the subsidiaries are published 
along with those of the banks or insurance companies owning 
them. 

There are other companies where a similar procedure is 
adopted, but they are relatively few in number. Indeed, in 
the case of the large industrial undertakings where the invest- 
ments in subsidiaries form a large portion of the total assets and 
where the number of companies is large, it would be of little 
use to publish along with the legal accounts of the holding 
company a large number of separate balance sheets showing 
the positions of the various subsidiary concerns. These bakfrice 
sheets might possibly be drawn up on a great variety of bases 
and as supplementary information might be unintelligible and 
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even misleading to the holding company's shareholders, to 
whom they would, in most cases, appear a confused mass of 
figures. 

In large undertakings it is therefore not customary to 
supplement the accounts of the parent company in this way 
unless there are special considerations held to justify the 
practice. An example of this is that of the banks where the 
simultaneous presentation of the separate accounts of all the 
constituent undertakings may be of assistance to depositors 
an*d others in considering the financial stability of the group. 

The separate annual presentation of the accounts of the 
individual subsidiaries incorporated under British law to 
general meetings of those companies is of course necessary as in 
the case of all companies so incorporated. If there are outside 
debenture holders, or minority shareholders, publication of the 
accounts to those persons will be necessary, and if any of the 
subsidiaries is a public company the balance sheet will be filed 
and open to public inspection at Somerset House in the ordinary 
way. 

Disclosure of Financial Relationship in Balance Sheets 

The publication of all the balance sheets at the same time 
has the advantage of disclosing the financial position of each 
subsidiary undertaking as a separate legal entity. Unless, 
however, some essential detail is given showing the financial 
relationship between the holding company and its several 
subsidiaries, the simultaneous publication hardly serves its 
purpose, which is to give information as to the condition of 
the holding company's interests in its subsidiary undertakings. 

For example, it would be necessary for the parent company’s 
balance sheet to show in detail the shares held in each of the 
undertakings so that it might be seen how much of the total 
issued capital of each is held. Again, the inter-company 
balances between the subsidiary companies themselves would 
require to be set out separately (in addition to the balances 
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between the holding company and its subsidiaries) if they are 
sufficiently large to be essential to a correct understanding of 
the real financial position. This might sometimes be incon- 
venient or undesirable, especially bearing in mind the possibility 
of information being given to competitors. It is not likely 
that the simultaneous publication of the accounts will be 
adopted in such cases. 

On the other hand there are many cases where there are no 
inter-company balances, or where, being very small, they are 
comparatively unimportant. Consequently the same objection 
to the presentation of the accounts simultaneously would not 
apply. 

Where the accounts are so presented, and information is 
given of numbers of shares held, it is doubtful if the position 
can be thoroughly understood unless the connecting link between 
the cost of the shares and the par value is supplied. For 
example, the cost will include the amount of any premium 
paid by the holding company for goodwill and for any surplus 
profits, etc., in existence at the time of acquisition. These 
surpluses will appear in the accounts of the subsidiary under- 
takings along with profits made since and will be available 
for revenue purposes so far as the subsidiaries are concerned. 
In the hands of the parent company, however, they would go 
to reduce the cost of the shares as already pointed out : in short, 
reserves in a subsidiary company should not necessarily be 
regarded as available for dividend for the shareholders of the 
parent company. Again, information would also be necessary 
as to any surplus or deficiency arising on any revaluation of the 
properties and whether effect had been given thereto in the 
subsidiary company's accounts, thereby increasing or de- 
creasing the reserves which so far as the holding company is 
concerned would be of a capital nature. 

On the whole the arguments are against the presentation of 
the accounts in this way in the majority of ordinary commercial 
concerns organised in holding company groups. 
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Where this method of presenting the additional informa- 
tion to supplement the legal balance sheet is adopted some 
special adjustments in the subsidiary companies' balance sheets 
may be called for. 

Adjustments in Subsidiary Companies’ Balance Sheets 

So long as the constituent undertakings as a whole are making 
profits and paying dividends and the holding company does 
not take credit for more than its dividends, no- difficulties arise, 
but the position is different if losses are being made which 
are provided for by the holding company, or if the balance 
of any undistributed profits is taken credit for. At first sight 
an adjustment in the accounts of those concerns making 
losses or having a balance of undistributed profits might 
seem to be called for, transferring the loss or the balance of 
profit to the debit or credit of the holding company. If the 
holding company owns the whole of the share capital there 
would perhaps be no objection to this. If, however, the holding 
company does not own the whole of the shares and therefore 
does not provide for the whole of the loss or take credit for the 
whole of the profit, but only for its proportion thereof, then an 
adjustment of the subsidiary company’s accounts on the lines 
indicated above would not make the position any clearer for the 
reason that the balance then remaining in the subsidiary com- 
pany's accounts, while theoretically representing the proportion 
of the loss or profit, as the case may be, attributable to the 
minority interests, would, in effect, appear as apportionable to 
the whole of the capital. Unless, therefore, the whole of any 
loss made and not merely its due proportion is provided for by 
the holding company, it would appear unadvisable to adjust 
the subsidiary company's accounts at all ; it would be better to 
publish them with a note explaining that the holding company 
has taken care of its proportion of the loss shown. 

Adjustments are also necessary in respect of the final divi- 
dends proposed to be paid by the subsidiary companies, the 
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whole or the due proportion of which has been taken credit for 
by the parent company. In the balance sheets of the subsidiar- 
ies the final dividend should be deducted from the balance of 
profit and loss account, as otherwise profits to the amount of the 
dividend would appear twice, i.e. both in the accounts of the 
subsidiary and in those of the holding company. 

With many subsidiary concerns no special difficulties present 
themselves and the accounts can be published in the ordinary 
way without any adjustments. On the other hand, there are 
many companies whose accounts require special consideration 
and separate treatment and in respect of these no general rules 
can be laid down, but the points referred to here should be 
borne in mind. 



CHAPTER XII 


METHOD (III)— THE LEGAL BALANCE SHEET TO- 
GETHER WITH A SUMMARY OF ASSETS AND 
LIABILITIES OF SUBSIDIARIES 

To publish the legal Balance Sheet and Profit and Loss Account of 
the Holding Company as in Method (I) and to present simultaneously 
as a separate statement, a summary of the assets and liabilities of all 
the subsidiary and sub-subsidiary companies taken together. 

This method of supplementing the legal balance sheet has 
certain advantages but is not in use to any great extent. The 
legal balance sheet shows what amount of money is invested 
in subsidiary enterprises and, in addition, shareholders are 
furnished with a separate statement showing the total assets 
and liabilities, duly classified, of all the subsidiary undertakings 
taken together and, usually, although it is not necessarily 
shown separately, the amount of the minority or outside share- 
holders' interest. On the assumption that the net total of 
the assets and liabilities is linked up with the figures in the 
holding company's legal balance sheet it will show the amount 
of goodwill, if any, in the cost of the shares or any surplus of 
tangible assets belonging to the holding company and not taken 
up in its own balance sheet. 

It may be said that there is one distinct disadvantage in the 
aggregation of the assets and liabilities in this way in that it 
does not show how they are spread over the different concerns, 
and that while this may not be of importance to a shareholder 
of the holding company, it may considerably affect a creditor 
of a subsidiary concern as the aggregated statement gives no 
indication whatever of the relative position of the individual 
companies. It should, however, be remembered that the state- 
ment is designed to deal with the interests of the parent com- 
pany in its subsidiaries and is not prepared for the information 
of creditors of individual subsidiary concerns. 

From the point of view of the directors of the holding 
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company, the aggregation of the assets and liabilities may be an 
advantage, as the interests of the merger as a whole may be 
better served by the concentration of the operations in different 
places and under different control, e.g. production by one com- 
pany and distribution by another. Comparison of results in 
such circumstances, or the publication of separate figures, 
might give an erroneous impression, as from the standpoint 
of the holding company they may be regarded as one. 

Summary of Assets and Liabilities of Subsidiaries 

Many of the points which have to be considered in the pre- 
paration of this statement also arise in the preparation of the 
consolidated balance sheet of the whole undertaking which is 
referred to in the next chapter, and accordingly it is not pro- 
posed to go into them in detail here. Among these points are 
the possibility of subsidiary companies' accounts being prepared 
at different dates, the absence of any uniform classification of 
assets and liabilities, the values of assets of different concerns 
being computed by varying methods, etc. 

A mere aggregation of figures from existing balance sheets 
without taking these factors into consideration would serve no 
useful purpose and be of no practical value. 

Again there is the question as to what holding would be con- 
sidered sufficient to justify the incorporation of the assets and 
liabilities in a consolidated statement and the very important 
points arising on the ascertainment of the minority or outside 
shareholders' interests. 

There are also questions relating to the elimination of inter- 
company balances and unrealised inter-company profits which 
have to some extent been dealt with already. 

It is as well to prepare the statement in columnar form as 
set out in the example in Appendix I. With a uniform classifi- 
cation of assets the work is rendered much easier and for 'Sim- 
plicity it has been assumed that the assets of the companies 
dealt with in Appendix I are uniformly classified. 
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Inter-company balances, including those with, the holding 
company, should be shown under a separate heading and must 
be eliminated from the final totals of assets and liabilities. 

Final dividends of subsidiary companies paid since the date 
of the balance sheet should be shown amongst the liabilities in 
so far as they have been received by outside shareholders. 
Special care should be taken to set off inter-subsidiary company 
dividends, leaving in the liabilities only an amount representing 
dividends due to minority shareholders. 

It sometimes happens (as in the example in Appendix I) that 
one of the subsidiaries holds some of the parent company’s 
shares or debenture stock, and in a statement of net assets of 
subsidiaries alone the shares will necessarily appear as an asset, 
although in a consolidated balance sheet of the whole under- 
taking they would be deducted from the issued share or loan 
capital of the holding company as explained later. If the 
securities have been acquired at a premium it is advisable, 
though not always essential, that the premium figure should be 
treated as goodwill and only the par value shown amongst the 
assets as has been done in the example. 

If the total goodwill of subsidiaries is treated as an asset 
(as in the consolidated balance sheet) and not merely the pro- 
portion attributable to the holding company, then it is not 
necessary to deduct from the minority shareholders’ interest 
the proportion attributable to them as has been done in the 
example in the Appendix. The only effect of treating it in this 
way is to vary the total amount apportionable to the minority 
interests. It does not affect the final result shown by the amal- 
gamated statement. 

Surplus Assets attributable to Holding Company’s Share- 
holding 

The balance of the surplus tangible assets represents the 
proportion thereof pertaining to the shares belonging to the 
holding company. The difference between this figure and the 
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cost of the shares is made up first of goodwill and secondly 
of current revenue balances representing any undivided profits 
(or losses) made since the date on which the shares were 
acquired and not yet taken up by the holding company. 

If there are undivided profits the parent company might 
decide to leave them with the subsidiary companies, but if there 
are losses (as in the example) they should be reserved for by the 
holding company in its balance sheet. 

The figures in the statements will be more easily followed if 
reference is made to the corresponding figures in the consoli- 
dated balance sheet with which they are of course in agreement. 

It will also be seen that the amount of the surplus assets 
including goodwill in the amalgamated statement agrees with 
the value shown against the items relating to shares in and 
amounts owing from subsidiary and sub-subsidiary companies 
in the amended draft legal balance sheet of the holding com- 
pany, after deducting the indebtedness of the latter to its 
subsidiary undertakings. The figures shown in the note on the 
amended draft legal balance sheet of the holding company 
(see page roi) have also been derived from the amalgamated 
statement. 

The only figures usually published with the holding com- 
pany's balance sheet are those set out in the last column of the 
statement. 



CHAPTER XIII 


METHOD (IV)— THE LEGAL BALANCE SHEET 
TOGETHER WITH AMALGAMATED OR CONSOLI- 
DATED ACCOUNTS 

To publish along with the Holding Company’s legal Balance Sheet, 
as in Method (I), a consolidated Balance Sheet of the whole undertaking, 
amalgamating the assets and liabilities of the subsidiaries and sub- 
subsidiaries with those of the Holding Company and a consolidated 
Profit and Loss Account embracing the profits and losses of all the 
companies, 

American Conditions 

In the United States of America, consolidated accounts have 
for many years been the recognised method of reporting the 
annual results and financial positions of holding company 
groups. The practice in that country appears, however, at 
the present time to be in a state of flux as a result of new legis- 
lation and it may well be that some modification may occur. 

The adoption of the practice of consolidation in the early 
years of the present century by the United States Steel Corpora- 
tion, whose accounts became in a large measure a standard for 
public corporations, was perhaps the principal cause of its 
general use. 

In the first instance the procedure evoked little support 
except from accountants, but later most holding companies of 
importance came to publish their accounts in the consolidated 
form ; in most cases those accounts have been treated as substi- 
tutes for and not supplemental to the accounts of the holding 
companies as separate legal entities. 

The principle of consolidation was accepted from 1917 to 
1933 as appropriate for the purpose of assessing the Federal 
Taxes payable on the profits earned by holding company groups, 
though during a part of that period companies had the option 
to choose whether their profits should be assessed on the con- 
solidated or separate entity basis. 
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The principle has also been accepted for many years by the 
New York Stock Exchange, which, in consultation with the 
American Institute of Accountants, has been active in endeav- 
ouring to secure satisfactory accounts from all companies in 
whose securities dealings on the exchange occur. With this 
object in view, the exchange has insisted, inter alia , as a con- 
dition of permitting dealings, that holding companies shall 
file consolidated statements with it annually. 

This policy has also been adopted by the Securities and 
Exchange Commission established by the Congress of the 
United States in 1934 to regulate all stock exchanges in that 
country. The Commission's rules, which have the force of 
law, prescribe that as a condition precedent to dealings in the 
securities of any company on any stock exchange or to dealings 
in additional securities of any company whose remaining 
securities are already listed, the company shall file with the 
commission its own balance sheet as a separate legal entity, 
together with statements consolidating its accounts with those 
of its subsidiaries. It is true that the annual submission of 
accounts to the commission has not yet been called for, but it 
is interesting to note that consolidated accounts as a supple- 
ment to the separate or legal balance sheet are evidently re- 
garded in the United States as essential to an adequate dis- 
closure of the operating results and financial positions of 
holding companies. 

In Canada the presentation of consolidated accounts by large 
holding company groups is a common practice, and as already 
mentioned, companies governed by the Dominion Companies 
Act of 1934 have the option either to present accounts in this 
form or in the separate or legal form. 

Position on the Continent of Europe 

Consolidated accounts have also become increasingly common 
on the continent of Europe in recent years owing to the circum- 
stances in which continental enterprises had recourse to British 
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and American financial assistance. Such assistance could be 
given to a large scale business comprised of many companies 
only if a comprehensive review of the position, resources and 
earning power of the organisation as a whole could be obtained ; 
and the preparation of consolidated statements was in most 
cases found to be a sine qua non for this purpose. This has 
had its natural effect on the form in which annual accounts of 
the European consolidations have been presented to British 
and American investors and the consolidated balance sheet and 
earnings statement have come to be well known on the. conti- 
nent in this connection. 

So far as the annual accounts presented to shareholders are 
concerned, however, the consolidated form is little used in 
European countries. Indeed the position of holding companies 
in those countries with respect to accounts other than those 
required for foreign investors under financing agreements, etc. 
is largely the same as that which obtained in Great Britain prior 
to the date when the Companies Act, 1929, became operative ; 
so far as the writer has been able to ascertain there are no 
special legal regulations in force with regard to the form or 
contents of the balance sheets of holding companies, except 
that the balance sheets of German companies must show 
holdings in other companies separately from their other assets. 
It may fairly be said that, speaking generally, the continental 
European countries have made little use of consolidated 
accounts as a method of conveying information to shareholders. 

Position in this Country 

Since the first edition of this book was published in 1923 
considerable progress has been made in Great Britain in the 
common appreciation of the value of consolidated statements, 
and the publication of such statements to supplement the legal 
balance sheet is much more general. How far their real merits 
are realised outside the ranks of accountants, the financial 
press and financial houses, it is difficult to say, but the evidence 
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goes to show that there is a greater demand nowadays for the 
information which consolidated statements give. 

Perhaps the real opposition to any but the most essential 
changes in the form of the published accounts often comes from 
boards of directors who are not all imbued with the desire to 
give their shareholders as much information as possible. In 
some cases they no doubt have in mind the necessity for 
avoiding disclosure of information which might conceivably 
be of use to competitors. 

Moreover, in view of the fact that the shares in the industrial 
concerns of this country are generally very widely distributed 
among a large number of members, the call for consolidated 
accounts has never been insistent. Shareholders perhaps can 
hardly be expected to know what form of accounts would be 
most suitable, but in recent years there has been a demand for 
more information concerning the position and results of sub- 
sidiary businesses. 

It is the duty of accountants to help shareholders in this 
direction, but accountants cannot do much unaided. In this 
country it is the directors who prepare the published accounts 
and are responsible for the information given therein, although 
it is for the auditors to report whether or not in their opinion 
the accounts are properly drawn up so as to exhibit a true and 
correct view of the state of the company's affairs. 

It is interesting to note that there was some indirect legal 
recognition of the consolidated account afforded by the 
Finance Act, 1915, where, in connection with Excess Profits 
Duty, it was provided that : — 

" Where any company either in its own name or that of a nominee 
owns the whole of the ordinary capital of any other company 
carrying on the same trade or business or so much of that capital 
as under the general law a single shareholder can legally own the 
provision .... shall apply as if that other company were a branch 
of the first-named company/' * 

No doubt it will be said that this clause was intended to deal 
more with profits, but the natural corollary to it would be the 
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consolidated balance sheet as well as the profit and loss 
account. 

In this country, before the passing of the Companies Act, 
1929, the consolidated balance sheet was occasionally published 
as a separate statement but such a statement would not comply 
with the requirements of that Act (see Counsels' opinion in foot- 
note to Chapter I). In cases where consolidated statements 
are published it is important that they should be appropriately 
described as combined accounts with notes indicating the 
balance sheets which have been amalgamated. 

Some Advantages and Disadvantages 

When the consolidated balance sheet is published in order to 
supplement the legal accounts of the holding company, share- 
holders can see from the legal balance sheet the financial 
position of the parent company in its relation to shareholders 
and creditors and from the consolidated accounts can see the 
position and earnings of the group as a single organization. 

Amalgamated accounts are essential if a shareholder is to 
be enabled to form an accurate opinion of the financial 
position of the whole undertaking. The consolidated balance 
sheet enables him to see the total interest (capital and revenue) 
accruing to minority or outside shareholders in the subsidiary 
concerns, and what perhaps is most important of all, the surplus 
which is available for the shareholders of the parent institution 
for dividend purposes. It also gives him an indication how his 
capital has in effect been spread over the different types of 
assets (including goodwill) owned by the combine or has been 
lost, and enables him to form some opinion as to the extent of 
the group's resources. 

Without consolidated statements it is extremely difficult to 
follow the figures from a mere perusal of the separate balance 
sheets, especially if the position is complicated by one of the 
subsidiary concerns being also a holding company or by the 
accounts of the constituent units being drawn up at different 
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dates. The consolidated accounts are shown after eliminating 
inter-company indebtedness, share-holdings, purchases, sales 
and dividends and the figures are shown on a net basis, while 
all profits and losses are automatically taken up. This con- 
siderably reduces the complications referred to. 

It is not too much to say that the legal balance sheet, without 
some additional information such as is given by a consolidated 
statement, may give only a very partial indication of the 
position of the shareholders' investment at a particular date ; 

On the other hand, there is a distinct disadvantage attaching 
to the consolidated balance sheet as a separate statement in 
that it includes the interests in constituent companies in the 
form of assets and liabilities irrespective of the fact that these 
assets and liabilities are not legally the property or liabilities 
of the holding company. This may be of particular importance 
in instances where, as in the case of companies not domiciled 
in Great Britain, the consolidated accounts are published in 
substitution for and not merely as supplemental to the accounts 
of the holding company as a separate legal entity. 

Further, it is not possible to tell from consolidated accounts 
which companies are making profits. This may be important 
if the greater part of the earnings is made by a small company 
which has relatively few capital liabilities at a time when 
losses are being incurred by other constituent units of the 
consolidation which have large liabilities to debenture holders, 
etc. In such circumstances only the publication of separate 
balance sheets would disclose the real position of affairs 
and it might well be that the presentation of consolidated 
accounts in these or other circumstances would be misleading. 
The question whether the issue of consolidated accounts or 
the inclusion of a particular company's accounts in the con- 
solidation would or would not have a misleading effect, is one 
which requires consideration in the light of the peculiar 
circumstances affecting the undertakings whose accounts are 
being dealt with. 
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In the absence of special circumstances, however, where the 
holding company directs the policy and controls the operations 
of the constituent undertakings, it may be best, on the whole, 
to disregard the technical legal situation and to view the posi- 
tion from a practical standpoint, i.e. to regard the parent 
company as owner of the assets and responsible for the liabilities 
and for the interests of minority shareholders. 

Should the group of companies not be run as a whole, certain 
of # the subsidiaries might need special treatment as it would 
hardly be reasonable to amalgamate the accounts under such 
conditions. 

Preliminary Matters requiring Consideration 

Before coming to the consideration of the points arising in 
the preparation of the balance sheet, there are a few preliminary 
matters with which it is essential to deal first. 

Amalgamated Balance Sheets should be prepared as on 
a Common Date 

The balance sheets which are to be amalgamated should all be 
prepared at the same date. If some of the subsidiary companies 
prepare their accounts at different dates or at dates different 
from that of the parent company's balance sheet it might be 
inappropriate to amalgamate them, but if no material change 
in the assets and liabilities had taken place in the interval, then 
possibly this fact could be ignored, provided it was mentioned 
on the face of the amalgamated balance sheet. In any event, 
there would probably be a number of outstanding transactions 
or items in transit between the various companies which would 
have to be investigated and properly dealt with in the combined 
account. 

In the case of Subsidiary D. in Appendix I, the directors of 
the holding company know from statistical returns that the 
position of the subsidiary has not deteriorated during the year 
and they therefore feel justified in the circumstances of this 
case in including its 1933 balance sheet figures in the amal- 
gamated statement. 
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Uniform Basis of Classification and Valuation needed for 
satisfactory Amalgamation of Balance Sheets 

Another matter relates to the classification of the balance 
sheet items. Unless the assets and liabilities of all the com- 
panies were similarly classified an amalgamated account would 
hardly be intelligible and its value as a supplementary state- 
ment would be reduced accordingly. For instance, some com- 
panies might not have their fixed assets split up in their own 
accounts at all, as at the time they were incorporated they 
might have taken over some other business at a lump sum, 
and no attempt to allocate the purchase price between the 
different assets might have been made except where it was 
essential for domestic purposes. Obviously, before a really 
useful consolidated balance sheet could be prepared, the assets 
of all the companies must be uniformly classified. As already 
mentioned it has been assumed that the balance sheets in 
Appendix I represent a uniform classification. 

Again, inquiry would have to be made in order to ascertain 
if the values of the assets (including such items as stock and 
work in progress) and liabilities are computed on the same basis. 
With some of the concerns the assets may appear in their 
balance sheets at cost less depreciation which, however, may 
not have been provided by all companies at the same rates. 
With other companies there may have been revaluations at 
some time and the cost figures may have been adjusted accord- 
ingly, or the assets may be included on the basis of estimates 
by the directors. Stock in trade of one concern may be valued 
at prime cost, whereas similar goods held by another may be 
valued at full manufacturing cost including works 7 overhead 
charges. One company may provide for the income-tax lia- 
bility accrued at the date of its balance sheet, whereas another 
may adopt the more conservative policy of reserving in advance 
for the tax which will be payable in a subsequent year, the 
assessment for which will be calculated by reference to the 
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profits of the year ended on the date of the balance sheet: in 
fact, very different bases may be adopted throughout the 
combine. 

To add to the difficulties, some or all of these values may be on 
a footing entirely different from that on which the concerns 
were taken over by the parent company. When the shares were 
acquired by the parent company a re- valuation of the properties 
of some or all of the undertakings may have taken place which 
gaye values different from the figures in the published accounts, 
and in fixing the purchase price appropriate allowances were no 
doubt made to take account of the new values. 

Should this be so the officials of the holding company, in 
preparing the amalgamated statement, should take the assets 
of the subsidiary companies into account at their adj usted 
values and should endeavour to make adjustments which have 
the general effect of achieving as nearly as possible a uniform 
basis of classification and valuation. 

In some cases the holding company’s interest in a subsidiary 
concern may have been purchased without separate valuations 
of the individual assets of the subsidiary being made and the 
price may have been fixed having regard to the value of the 
undertaking as a whole. In such a case there is some cogency 
in the argument that any discount at which the shares 
are purchased should be regarded as a reduction, first, of any 
item of goodwill in the accounts of the subsidiary company 
and, secondly, of the book value of the fixed assets of that 
company. 

An example of this might arise in a subsidiary company whose 
earning power in relation to the book values of its fixed assets 
has been inadequate, perhaps as a result of those assets having 
been acquired at uneconomic price levels. In preparing a 
consolidated balance sheet it would be necessary to adjust the 
book values of the fixed assets of such a subsidiary company 
when amalgamating them with those of the other concerns. 
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On the other hand, if the purchase price paid by the holding 
company for the shares in a subsidiary company has constituted 
a premium in a case where the price has been based on a valua- 
tion of the assets of the subsidiary company, which valuation 
has shown the fixed assets at amounts greater than those at 
which they have been carried in the books of the subsidiary 
company, the premium paid for the shares could, to the extent 
of the increase in valuation, be regarded as an accretion to the 
fixed asset values in preparing a consolidated balance sheet 
rather than as an addition to goodwill. 

A careful study of the problem of uniform classification and 
valuation of assets and liabilities is of considerable importance 
if the consolidated balance sheet is to show a fair view of the 
position of the consolidation. Each company has its own 
peculiar difficulties and it is not possible to do more than indi- 
cate some of the considerations, as has been done above. 

Extent to which Amalgamation of Balance Sheets is 
justified by Shareholdings, etc. 

Another important point is the amount of the ordinary 
capital in a subsidiary company which a holding company 
should possess to warrant consolidation on the assumption that 
the ordinary shares carry control. It is impossible to give a 
general ruling upon this, as it must obviously depend entirely 
upon the circumstances, but effective control and direction of 
the policy of a subsidiary undertaking are important factors 
to bear in mind. As a rule the assets and liabilities are not, in 
fact, amalgamated unless the parent company owns or controls 
shares carrying 75 per cent, or more of the voting power 
capable of being exercised at a general meeting of the subsidiary, 
but cases can be cited where a smaller holding warrants amal- 
gamation. In the illustration in Appendix I, the holding com- 
pany purchased a bare controlling interest in Subsidiary 4 ). 
amounting to 51 per cent, of the shares, but the directors 
consider that certain special circumstances within their know- 
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ledge warrant the inclusion of the assets and liabilities with 
those of the holding company. Each case is, of course, a 
matter for individual judgment and requires careful con- 
sideration. 

When it is decided not to amalgamate the assets and liabili- 
ties, then the shareholdings will appear as investments under a 
suitable heading in the consolidated balance sheet and care 
should be taken to see that provision is made for any losses. 

Effect of Amalgamation on Holding Company’s Balance 
Sheet 

When these matters have been disposed of the work of amal- 
gamation can be proceeded with, the effect of the amalgamation 
being to eliminate from the parent company's balance sheet the 
item of investments in subsidiary undertakings and to show 
instead the actual assets and liabilities of the subsidiaries and 
sub-subsidiaries. The result is to treat these companies in 
the same way as if they were branches of the parent company, 
with this difference, that in dealing with subsidiary and sub- 
subsidiary companies a number of items emerge which have to 
be treated specially. This would probably not arise as between 
the head office and a branch of the same company. Some of 
the items will now be considered. 

Goodwill and Capital Reserves 

The first and one of the most important is goodwill. In 
the consolidated balance sheet this will take into account the 
goodwill, if any, of the holding company, together with any 
goodwill appearing in the balance sheets of the subsidiaries ; 
also the premium paid or discount received by the holding 
company on the shares purchased so far as applicable to good- 
will and capital reserves respectively after deducting the amount 
of any surpluses of subsidiary undertakings in existence at the 
date of purchase. Where shares are acquired at different dates 
the apportionment of the surplus at the date of acquisition 
should be made separately on each purchase. 
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If the amount paid for the shares is greater than the nominal 
value the excess is a premium ; if it is less the difference is a 
discount. The premium, therefore, is the price paid for such 
proportion of the surplus of assets (whether shown on the balance 
sheet or not) over the capital and liabilities of a subsidiary 
as accrues to the shares acquired, while the discount represents 
the proportion of the excess of the capital and liabilities over 
the assets. 

If the cost of the shares exceeds the nominal value (as with 
Subsidiaries B., C. and D.) it indicates that there are surpluses 
in the subsidiary companies' accounts which will require to be 
deducted from the premium as they were included in the price 
paid. If, however, there are no surpluses, or if there is a defi- 
ciency, then the assets or goodwill or both were considered at 
the time to be worth more than their book values, or perhaps 
one worth more and the other less, in any case sufficient 
to show a surplus. But assuming the assets and goodwill 
were worth their book values only, it means that the holding 
company either made an unfortunate purchase or was prepared 
to pay a higher price to get control. 

On the other hand, if the nominal value exceeds the cost 
(as with Subsidiary A.) it indicates that there is a deficiency in 
the balance sheet of the subsidiary which will, in amalgamating 
the figures, be deducted from the discount, as allowance will 
have been made for this in fixing the price of the shares. If 
no deficiency appears or there is a surplus it means that the 
assets or goodwill were considered to be worth less than their 
book values, or perhaps one worth less and the other more, in 
any case sufficient to show a deficiency on the accounts. 
Assuming the assets and goodwill were worth their book values, 
it follows that the holding company has made a fortunate 
purchase, acquiring the right to more assets than it parted with. 

By adjusting any increase or decrease in the value of the assets 
against the premium or discount (except in cases where the 
adjustment can be more appropriately applied to individual 
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assets other than goodwill), the adjustment represents an in- 
crease or decrease in goodwill. 

In practice all surpluses or deficiencies of subsidiary compan- 
ies in existence at the date of purchase of the shares, whether 
on reserve fund, profit and loss or other account, or in respect 
of differences arising on the re-valuation of properties which it 
is decided to introduce into the balance sheet, are carried to 
a capital reserve account. From the total is deducted any 
dividend which may have been paid thereout and treated as a 
reduction of the cost of the shares by the holding company, 
as well as the proportion of the balance applicable to the min- 
ority shares. 

Similarly the premiums paid for the shares and any discounts 
received are brought together as far as is appropriate under the 
general heading of goodwill and in the final balance sheet the 
capital reserve is deducted therefrom, thus leaving a net figure 
for goodwill. 

If the capital reserve should be the greater it would appear 
in the consolidated balance sheet as a surplus not available for 
dividend purposes and is sometimes referred to as “ negative 
goodwill.” 

Some concerns do not set off “ negative goodwill ” arising on 
the purchase of one undertaking either against goodwill appear- 
ing in the accounts of the holding company itself or in the 
accounts of another undertaking in the same group or against 
goodwill arising from the purchase of the shares of another 
subsidiary. It is, however, more in accordance with the usual 
practice to set the one off against the other. 

Minority or Outside Interests 

The next important matter relates to the ascertainment of 
the interest of the minority or outside shareholders, which has 
to some extent been touched upon already. 

The minority shareholder is usually the ordinary shareholder 
whose shares have not been acquired by the holding company. 
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In addition to his rights to the nominal value of his shares he 
is entitled to participate in all undivided profits shqym at any 
balance sheet date in whatever period accumulated and credit 
must be given accordingly. 

Care is necessary in the actual calculations where one of the 
companies is a sub-subsidiary company, the shares of which are 
held by one of the subsidiary companies acting as a Minor 
Holding Company. This is illustrated in Appendix I, where 
Subsidiary B. holds the shares of Sub-subsidiary C., and where 
the outside interest must be calculated in two stages. 

If a subsidiary concern issues new shares to the holding 
company, whether at a premium or not, a re-adjustment of 
the minority interest is necessary unless the minority share- 
holders take their appropriate share of the new issue. 

With regard to the preference shares the regulations of a 
company may make it necessary for the holding company to 
acquire at least a majority of these shares in order to obtain 
control of the subsidiary company. 

The enactment of the Finance Act, 1927, relating to exemp- 
tion from Stamp Duties on share capital and transfers where 
90 per cent, of the total issued share capital (i.e. preference as 
well as ordinary) is acquired in a subsidiary company, may also 
render desirable the acquisition by the holding company of 
preference shares in a subsidiary. It is, however, frequently 
found that the holding company either does not own any 
preference shares or owns only a small proportion. 

Consequently the nominal value of any preference shares not 
owned by the holding company must appear as an outside 
interest, and it is a matter for consideration in each case whether 
any unpaid cumulative preference dividend (due to the fact that 
losses are being made by the subsidiary, as in the case of Sub- 
sidiary A. in Appendix I) should be added. 

Occasionally preference shareholders are entitled to partici- 
pate in the surplus of assets on a liquidation as in the case of Sub- 
subsidiary C. in Appendix 1 / where the preference shareholders 
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are credited with, their proportion of the surpluses shown 
after the payment of the amounts of the preference and 
ordinary capital. 

As opposed to this it might fairly be argued that it is not 
necessary in a consolidated balance sheet which represents the 
state of affairs of an organisation as a going concern at a certain 
date to reflect what might happen to a surplus in the case of 
the liquidation of a subsidiary. It is hardly likely that a sub- 
sidiary would be liquidated as long as there was any surplus 
in which the preference shareholders had a right to share unless 
perhaps for the purpose of simplifying the internal organisation 
of the consolidation. A note on the consolidated balance sheet 
of the contingent liability to preference shareholders would 
then meet the case. The same remark might apply to arrears 
of cumulative preference dividends. 

Any outstanding debentures not owned by the parent com- 
pany must appear as liabilities with a reference to the fact that 
they are charged on the assets of certain of the subsidiary 
undertakings. 

Outside Interests in Subsidiary making Losses — Propor- 
tion of Losses Chargeable to Outside Shareholders 
limited to Nominal Value of their Shares 

A peculiar point sometimes arises where a subsidiary company 
is making losses and where, in consequence, the minority share- 
holders appear to be chargeable with a proportionate part of a 
loss in excess of the nominal value of the shares held by them as 
in the case of Subsidiary A. It might be argued that it is im- 
possible for the minority shareholders to lose more than the 
nominal value of the shares owned by them. 

This is certainly so, and in preparing a consolidated balance 
sheet it is desirable that the fact should be faced. If, as in the 
case~of Subsidiary A. in Appendix I, the holding company, 
in addition to its investments in the shape of shares, has pro- 
vided further capital by way of advances, the prudent course 
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would generally be to treat losses in excess of the share capital 
as applicable to these advances. This is especially the case if 
it is intended for the general purpose of the organisation to keep 
the unsuccessful subsidiary alive, and therefore, to continue to 
finance it. 

In such cases it is not infrequently found that the directors 
of the holding company decide to make provision in their 
accounts for the whole of the losses of the subsidiary company 
and to ignore the legal technicality that a proportion of the 
losses could be regarded as attributable to the outside share- 
holdings. This is the view which the directors have taken in 
the example shown in Appendix I, in which case it will be 
seen that not only have they made full provision in the holding 
company's accounts for the whole of the loss incurred by Sub- 
sidiary A. during the year, but they have also made a reserve 
for the amount of the preference dividend which would be 
payable by Subsidiary A. to the outside preference shareholders, 
before the ordinary shareholders in that company would again 
become entitled to participate in the profits should any be 
earned in future. 

A point to be borne in mind in a case of this character is that 
should the subsidiary subsequently earn profits the outside 
shareholders would not be entitled to receive dividends until the 
appropriate amount of loss previously taken up by the holding 
company had been made good. 

Should it be intended to wind up the subsidiary, it would be 
sufficient to write off from the advances only the proportion of 
losses attributable thereto. This, however, would turn on the 
policy of the holding company in regard to the protection of 
outside creditors of its subsidiaries : it is sometimes considered 
to be in the general interests of the whole consolidation not to 
allow creditors of any constituent to suffer through its fosses 
as the credit of the whole combine might suffer if any subsidiary 
defaulted in its obligations to outside creditors. 
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Naturally if there is an uncalled liability on the shares of 
the unsuccessful subsidiary, calls would be made on the minority 
shareholder in a liquidation to make good his share of any 
deficiency of assets, so that in such a case, and to this extent, 
the proportionate part of the loss on trading would eventually 
be recoverable. 

Disadvantages of Earmarking Proportion of each Asset 
and Liability as Attributable to Outside Interests 

Some concerns instead of showing the minority interests as a 
liability in the consolidated balance sheet only bring in the 
proportion of the assets and liabilities attributable to the capital 
held by the parent company. This procedure is not recom- 
mended and, moreover, is likely to lead to difficulties. In 
the elimination of inter-company balances, for example, where 
a parent company has an amount owing to it by a subsidiary 
and only a percentage of the assets and liabilities of the sub- 
sidiary is taken up in the consolidated account, the procedure 
would result in a difference in the inter-company balances 
which would have to be treated in the consolidated balance 
sheet as an amount due from outside debtors. Such a course 
would obviously be wrong. 

Subsidiary owning Shares of Parent Company 

A subsidiary undertaking (as in the case of Subsidiary B. in 
the Appendix) may own some of the shares of the holding 
company which it acquired before the holding company became 
interested in the capital of the subsidiary. Just as it is gener- 
ally recognised in Great Britain, and, in fact, a legal obligation, 
that a company should not apply any of its funds in acquiring 
its own shares, so also it would generally be considered in this 
country that once a company has become a part of a holding 
company group through the parent company's acquisition of a 
controlling interest in its shares, it is undesirable that the sub- 
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sidiary should apply its funds (an equitable interest in which 
now belongs to the parent company) in the purchase of shares 
in the holding company. The existence of holdings of a parent 
company’s shares by a subsidiary leads, if material in size, 
to complications in the presentation of the legal accounts of 
both companies, but this is so unusual as not to necessitate 
detailed exposition here. 

In preparing a consolidated balance sheet holdings of this 
character should be treated as a deduction from the issued 
capital of the parent company and any premium which "may 
have been paid for the shares should be added to the goodwill. 
If the shares were acquired from the parent company itself the 
premium would, of course, be set off on consolidation against 
the corresponding reserve appearing in the parent company’s 
books. 

If the subsidiary owning the shares had any outside share- 
holders their proportion of the book value of the surplus assets 
of the subsidiary (i.e. including the book value of the shares in 
the holding company) would be included in the consolidated 
balance sheet under the heading of interests of outside share- 
holders in subsidiary undertakings. A further reserve might 
also be necessary in respect of their interest in any excess of the 
subsidiary’s proportion of the holding company’s surplus assets 
over the book value at which the parent concern’s shares are 
carried in the subsidiary company’s balance sheet. In practice, 
however, this additional reserve would not usually be made 
unless the circumstances of the case were such as to make the 
provision material. 

Inter-Company Transactions, etc. 

In consolidating the accounts all inter-company indebtedness 
must be set off and not included in the assets or liabilities in 
the consolidated balance sheet, as it is the purpose of the latter 
to show the financial position of the affiliated group of compan- 
ies to the public or outside world and not to each other. Refer- 
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ence has already been made to the importance of tracing any 
differences arising on inter-company balances and of ascertain- 
ing that they are properly dealt with in the balance sheet, 
e.g. goods shipped by one company and not received by another 
will have to be treated as stock in transit, and so on. 

Final dividends payable by subsidiary companies will have 
been shown under “ Amounts owing from Subsidiary Compan- 
ies ” in the holding company’s own legal balance sheet. In the 
consolidated account the full dividend payable by the subsidiary 
must be deducted from that company’s balance on profit and 
loss account and set off against the amount shown by the 
parent company’s legal balance sheet as owing from the sub- 
sidiary for dividends, the balance being the dividend due to 
outside shareholders which will be shown as a liability to them. 

It is sometimes found more convenient to leave the prepara- 
tion of the consolidated balance sheet until all inter-company 
transactions have been completed, items in transit taken up 
and the dividends paid so that the outstanding matters can be 
viewed in their proper perspective. 

With regard to transactions in bills between the different 
companies, the parent company may have drawn bills on a 
subsidiary and in the latter’s accounts they will appear as 
bills payable while in the holding company’s own accounts they 
appear as bills receivable. In the consolidated balance sheet 
they must be eliminated altogether as inter-company balances 
unless the parent company has discounted any of the bills, in 
which event the total discounted will appear amongst the lia- 
bilities. In these circumstances, as in Appendix I, the note as 
to contingent liabilities for bills discounted would disappear in 
the consolidated balance sheet since the actual liability is 
included instead. 

Inter-Company Profits 

As has already been stated inter-company profits on stocks, 
capital expenditure, etc., which at the date of the balance sheet 
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were not realised, should be eliminated from the profit and loss 
account and the assets reduced accordingly. It should, 
however, be mentioned that the minority shareholder has the 
right to consider that the profit has been realised, since the 
transactions have taken place with companies in which he has 
no interest. A reserve need therefore only be made for the 
parent company's proportion of the profit. 

If any of the profit were taken by the holding company before 
the shares were acquired, no reserve out of earnings would be 
necessary, but in consolidating the balance sheets the stocks 
carried by the subsidiary should be adjusted to the valuation 
level adopted in valuing similar stocks carried by the parent 
company. This adjustment is necessary in order to state the 
combined stocks in the consolidated balance sheet on a common 
footing : the adjustment could properly be regarded as an ad- 
justment of the cost of acquiring the shares in the subsidiary and 
would be treated in the same way as a premium or discount 
on the acquisition of the shares, i.e., could properly be added 
to or deducted from the goodwill item after taking pre-acquisi- 
tion profits into account. 

Where accounts are being consolidated for the first time care 
must be taken that not only is the balance sheet properly 
prepared by the creation of an appropriate stock reserve de- 
signed to eliminate inter-company profits on stocks still on 
hand in a constituent company at the balance sheet date, but 
also that the consolidated profit and loss account is adjusted 
so as to eliminate inter-company profits on stocks similarly 
on hand at the commencement of the period. 

This means that the surplus on profit and loss account at the 
commencement of the period must be reduced by the amount of 
any profit included in the stocks at that date and the profit 
for the period under review increased or decreased according 
to whether the amount of the profit in the stocks at the end of 
the period was less or greater than that at the commencement. 
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The stocks in the balance sheet at the end of the period would 
be reduced by the reserve then required. 

Fixed Assets 

In setting out the fixed assets of the consolidation it is of 
special importance, as has already been mentioned in this chap- 
ter, to consider the problem of uniform classification and to deal 
properly with any surplus or deficiency of book values from the 
standpoint of the holding company. Any such surplus or 
deficiency which may have arisen on revaluation of the assets 
as at the date on which the shares were purchased is of a capital 
nature and care must be taken to see that it is so treated 
in preparing the consolidated balance sheet. 

In preparing this balance sheet there should also be deducted 
any reserve for additional depreciation of fixed assets of sub- 
sidiaries which the holding company may have provided in its 
own accounts (see “ Examination of balance sheets of sub- 
sidiaries ” in Chapter VIII) with the object of making the total 
charge for depreciation against the profits of the combine a 
fair one having regard to the revaluations referred to. This 
may be of special importance in the case of international 
holding company groups, the foreign constituents of which are 
in countries with currencies which have fluctuated materially 
in exchange value as compared with the currency in which 
the parent company's capital was subscribed. 

Contingent Liabilities 

Contingent liabilities of the holding company in respect of 
subsidiary undertakings would not be shown on the consoli- 
dated balance sheet for the reason that the full liabilities 
appear instead. On the other hand, any contingent liabilities 
of the parent company or of the subsidiary undertakings to 
outside creditors would require to be set out in the usual way. 
Foreign Subsidiaries 

In preparing the accounts of foreign subsidiaries for consoli- 
dation with those of the parent enterprise special difficulties 
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are often found. The necessity for examining carefully the 
depreciation charges made in arriving at the profits of such 
subsidiaries has already been mentioned, but there are other 
important matters which call for consideration. 

It is not proposed to enter into a detailed discussion of these 
matters in this book, but it will, for example, be apparent that 
the problem of uniform classification of assets is rendered more 
difficult of solution where fixed assets have been acquired by a 
subsidiary company during a period in which the local currency 
has fluctuated considerably in terms of sterling. 

In such cases, especially where subsequent depreciation has 
been calculated upon the currency values at which the fixed 
assets have been taken into the books of the subsidiary com- 
pany, the subsequent reconversion of the book values of those 
assets into sterling for the purpose of consolidation presents 
difficulties. Difficulties are also met where exchange restric- 
tions are in force in countries where one or more of the sub- 
sidiaries is domiciled. It may be necessary to consider care- 
fully the desirability of including the assets and liabilities of 
such subsidiaries in the amalgamated statement. 

The taking up of undistributed profits and losses of foreign 
subsidiaries, the accounts of which are kept in non-stabilised 
currencies or which are situated in countries subject to exchange 
restrictions, is also a matter which demands careful con- 
sideration. 

It is impossible to lay down a hard and fast rule and each case 
must be looked at in the light of its own peculiar circumstances. 

Consolidated Profit and Loss Account 

The methods adopted by holding companies which publish 
consolidated profit and loss accounts differ considerably as to 
the detailed practices followed in their compilation. Some 
companies maintain elaborate records in special sets of boeks 
kept for the purpose, with the object of showing the aggregate 
sales and working and administrative expenses of the group as 
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if it were a single economic unit. In such cases the consolidated 
profit and loss account merely represents a summary of the 
revenue balances taken out of this separate set of books, all 
the preliminary work designed to eliminate inter-company 
sales, purchases and other similar transactions and their 
results having been done in the ordinary course of keeping the 
books. 

In many other cases, however, the consolidated profit and 
loss account is only required for the purpose of showing the 
aggregate operating results , of the group and it is not necessary 
to show the total sales to outside customers, nor, except to a 
limited extent, the totals of the outgoings under their various 
headings. In such cases appropriate adjustments must be 
made so as to eliminate unrealised inter-company profits such 
as profits taken on the sale of goods by one company to another, 
which goods remain in stock in the hands of that other company 
at the date of the balance sheet. Inter-company dividends also 
have to be eliminated. 

In preparing the consolidated profit and loss account care 
has to be exercised to see that profits of subsidiaries accrued 
prior to the date as on which their shares were acquired are 
not taken into the balance shown by the consolidated account, 
but are included in a capital reserve representing profits not 
available for dividend or current revenue purposes. Deduc- 
tions must be made in arriving at the balance shown by the con- 
solidated account so as to eliminate the proportionate part of 
the current profits or losses of subsidiary companies which are 
attributable to outside interests in those companies. The re- 
sult of so dealing with the accounts should be that the balance 
on the profit and loss account represents the undistributed 
balance of profit (or loss) made by the holding company on 
its own trading, together with its proportion of all profits 
(after providing for its share of all losses and additional depre- 
ciation if necessary) made by all its subsidiary undertakings 
from the date as on which they were respectively acquired. 
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It should be borne in mind that, to the extent that the balance 
shown by the consolidated profit and loss account represents 
profits of subsidiary companies which have not been declared 
in dividend by the subsidiaries to the parent company, the 
balance, particularly in the cases of foreign subsidiaries and 
subsidiaries not wholly owned, should not be declared in divi- 
dend by the holding company to its shareholders. In this 
connection it would be useful if a note were inserted in the ac- 
count indicating the extent to which the balance consists of 
such undistributed profits. 

Consolidated Accounts in Appendix I 

Most of the points referred to are brought out in the con- 
solidated accounts in Appendix I, which are set out in full 
detail to show the workings and which should be studied 
closely by those desirous of knowing how the figures have been 
put together. It is only necessary to mention here that the 
final balance of the consolidated profit and loss account is 
exactly the same as that appearing in the holding company's 
amended draft legal balance sheet. 

Extract from Speech of Chairman of a Holding Company 

It will perhaps not be out of place to quote from a speech 
made some years ago by the chairman of a large industrial 
undertaking and holding company with considerable interests 
in subsidiary enterprises, as it seems to summarise the position 
very clearly : — 

" The various constituent companies have, of course, continued 
to prepare their own legal Balance Sheets in the same form as 
existed when the exchange of shares took place at the formation 
of this company. These accounts obviously exhibit numerous 
differences of classification and also show the values of assets on 
widely varying methods of computation, different, too, in nearly 
every case from the uniform basis on which the merger acquired 
them. A mere aggregation of the existing Balance Sheets as they 
stand would, therefore, be very difficult, and of practically no value 
to anyone when obtained. 
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“ But you will remember that, as a basis for the merger, a special 
uniform valuation of all the companies’ assets and liabilities was 
undertaken on very conservative lines, and we continue to prepare 
on these lines since the date of acquisition a separate domestic 
Balance Sheet of our own for each company (based entirely upon 
the position then disclosed and adopted in each case) . Any profit 
or excess of assets over liabilities, as revealed by the special valua- 
tion at the merging date, has been put to permanent reserve, and 
of course, we regard ourselves as entitled to touch only profits 
made since that date, everything prior thereto being treated as 
capital as far as we are concerned. 

“Now that we can get an aggregate of all these Balance Sheets — 
which as they are upon a uniform basis may properly be done — -they 
represent the real state of the merger companies taken as a whole, 
and by watching the progress thus disclosed from year to year we are 
able to ensure not drawing upon the balance of assets over liabilities 
which existed (either as a carry-forward or reserve) when we pur- 
chased, and also to see that all losses since merging are fully taken 
into account against profits before our dividend policy is deter- 
mined.” 
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SUR TAX, INCOME TAX AND STAMP DUTY 

PROBLEMS IN CONNECTION WITH HOLDING 
COMPANIES 

In devising schemes of amalgamation, problems sometimes 
arise in connection with sur-tax, income-tax and stamp duties 
which have a material bearing upon the desirability of adopting 
a particular form of merger, and, after the fusion of interests 
has been carried through, new taxation problems also arise 
which call for careful study by those responsible. The enumer- 
ation and consideration of these problems in this chapter are 
not intended to be exhaustive but are designed rather to draw 
attention to the importance of giving careful consideration to 
the taxation aspects of merger schemes and to illustrate this 
by mentioning some of the important points which are often 
met in practice. 

Sur-tax 

In formulating schemes for the fusion of interests in the 
ownership of businesses the sur-tax position is sometimes im- 
portant, particularly where one of the businesses is owned by a 
company which comes within the scope of Section 21 of the 
Finance Act, 1922, or Section 31 of the Finance Act, 1927. 

Where the holding company proposes to acquire shares in 
such a company (as distinct from the business of the company) 
it is necessary to consider the prospect that sur-tax assessments 
may be raised upon the company whose shares it is intended 
to acquire. If, after the holding company has acquired the 
shares, the subsidiary company is held to have failed to 
distribute a reasonable proportion of its pre-acquisition profits 
in the shape of dividend to the former shareholders, then 
the subsidiary company will be assessed to sur-tax and 
have no right of recovery from the individuals concerned. 
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In effect, the assets in which the holding company has acquired 
an equity will in this event be diminished by the amount of 
the sur-tax which has to be paid, and unless arrangements are 
made in the merger scheme so as to procure indemnity from 
the former individual shareholders the liability to pay the 
sur-tax may be a material consideration which should be taken 
into account in considering the terms to be offered by the 
holding company for the shares. 

A similar problem may arise where an internal reorgan- 
isation of a holding company group is under consideration. 
If the holding company is itself a company within the scope of 
the sections of the Finance Acts referred to above, the winding 
up of a subsidiary company for the purpose of transferring its 
business to another company in the group would cause the 
profits of the subsidiary from the date of its previous accounts 
to the date of the winding up to be regarded as distributable in 
dividend and might consequently involve a liability for sur-tax. 
If the amounts of tax likely to be involved were material, it 
would be necessary before adopting any particular scheme of 
reorganisation in such a case to examine the position closely 
with a view to seeing whether modifications of the proposals 
could be made so as to reduce the liability. Whether or not 
such modifications could be devised would depend upon the 
circumstances of the case and it is not practicable to discuss 
the matter here. 

Income Tax 

Income-tax also gives rise to problems which call for careful 
consideration both by those who formulate merger schemes and 
those who control the combined business after the merger has 
been effected. 

Setting off Profits of one section of Combined Business 

against Losses of another 

If a company carries on two distinct trades which are 
assessable separately under Case I of Schedule D, it may 
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either set off any loss incurred in one business against the profit 
of the other, under Rule 13 of Cases I and II of Schedule D, 
or it may claim in respect of the loss a refund of tax under 
Section 34 of the Income Tax Act, 1918. There is, however, 
no right to do this if the trades are carried on through the 
medium of separate subsidiary companies, even if those com- 
panies are wholly owned and controlled by the holding company. 
In such a case the trades are conducted by separate legal entities 
and there is no provision in the income-tax law which permits 
the losses of one company to be set off against the profits of 
another. 

This is to some extent a hardship on amalgamations of the 
holding company type which in order to obtain the maximum 
benefits of amalgamation may have deliberately concentrated 
activities in the more profitable units, thus necessarily incurring 
losses in the other companies in carrying on the business of the 
combine. 

The matter was raised in the House of Commons some years 
ago, and, in answer to a complaint that losses of one company 
in a group could not be set off against profits of others associated 
with it, the Financial Secretary to the Treasury said : — 

“ There is one comfort which it is as well to offer to 
the House, and that is that where a company holds all 
the shares in other companies there is the possibility of 
commencing an arrangement at the present time that 
would enable this result substantially to be achieved, and 
it seems to be a matter for their ingenuity rather than for 
an alteration in the Law.” 

Methods of Obtaining Benefits of Set-Off in Holding 

Company Groups 

Arrangements designed to avoid the hardship to which 
reference has just been made are in fact sometimes made by 
companies in holding company groups which thus obtain the 
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benefit of set-off whilst preserving the separate companies with 
their individual businesses. 

A method sometimes adopted is for one of the companies 
which is making profits to enter into an agreement with another 
of the companies which is incurring losses, whereby the first 
company undertakes to contribute towards the expenses of 
the second company or to make up its profits to a specified 
level, the consideration for the undertaking being some reason- 
able. commercial arrangement. The consideration may, for 
example, be the right to exercise some form of control over the 
trading activities of the second company, such as power to 
fix its buying or selling prices. Where the agreement is prop- 
erly drawn, the amount paid by the contributing company 
can be claimed as an admissible expense in computing its 
profits for taxation purposes and can be treated as a reduction 
of the trading losses of the other company. 

Another method is for a company which is incurring losses 
to enter into an agreement to render services to one of the 
companies which is making profits and to receive remuneration 
in the form of commission on profits, management fee, or 
otherwise. In this case also if the agreement is properly drawn 
the effect would be to reduce the trading losses of the first 
company and to allow the remuneration to be deducted as an 
admissible expense in arriving at the profits of the second 
company. 

Another method which is sometimes adopted, but is not 
recommended, is for one of the companies which is incurring 
trading losses to purchase goods from another of the companies 
which is making profits and so to adjust the prices as to reduce 
or offset the losses which would otherwise be shown by the 
first company. As against any advantage which might be 
derived from a reduction of the income-tax liability by an 
arrangement of this character, there is the disadvantage that 
the true operating results of the individual companies are likely 
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to be obscured and consequently their accounts may be rendered 
of little service for management purposes. 

Other arrangements are sometimes entered into with the 
object of obtaining the benefits of set-off, but it is impracticable 
to go into them in this book. In every case, arrangements 
have to be devised to meet the particular circumstances and 
careful study of the possible effects of proposed arrangements 
should be made before they are put into force. 

Where arrangements of the kind indicated above are not 
made, it may, if losses are being made by some companies and 
profits by others, be desirable to consider the advisability of 
merging some of the businesses and carrying them on as depart- 
ments of one company instead of permitting their separate 
legal existences to continue. If this procedure is adopted, any 
company whose business is transferred can be wound up, or, 
if preferred, can be kept in existence in order to preserve its 
name or for other reasons. 

Should a scheme for the transfer of any of the businesses 
with the object of obtaining the right to set off losses against 
profits for taxation purposes in the manner just suggested be 
under consideration, there are important problems which re- 
quire to be studied before carrying out the scheme. Some of 
these are referred to below. 

Special Problems where the Businesses of two or 

more Companies are Merged 

When it is proposed to transfer to new legal ownership the 
businesses of one or more companies, whether this be part of 
a scheme of merger or part of a scheme for the internal reor- 
ganisation of a holding company group, the effect of the 
provisions of Section 32 of the Finance Act, 1926, on the income- 
tax computations and assessments of both the transferor and 
the transferee companies must be carefully considered. 

The effect of this section is that in the fiscal year when the 
business is transferred the assessment upon the transferring 
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company is based, not upon the profits of the preceding year, 
as would normally be the case, but upon the actual profits of 
the trade from the previous 5th April to the date of the transfer, 
subject, of course, to reduction in respect of any arrears of 
wear and tear allowances or accumulated losses brought for- 
ward from previous years. 

The Revenue Authorities also have the power, under Section 
31 (1) (b) of the Finance Act, 1926, to increase the assessment 
upon the transferring company for the fiscal year preceding 
the year of change to the actual amount of profits earned in 
that fiscal year. The taxpayer has, however, no corresponding 
right to have the assessment for the penultimate year decreased 
if the actual profits earned fall short of the amount previously 
assessed. 

The assessment upon the purchasing company for the fiscal 
year in which the transfer takes place is made upon the actual 
profits of the period from the date of acquisition to the 5th 
April following so far as the profits of the newly-acquired busi- 
ness are concerned. In this way, taking the assessments upon 
the transferring and purchasing companies together, tax will 
be paid upon the actual profits of this fiscal year instead of 
upon the profits of the preceding accounting period. Further, 
the acquiring company does not succeed to any rights which 
may entitle the transferring company to have its assessments 
reduced by losses or accumulated arrears of wear and tear 
allowances, etc., brought forward from previous years; in the 
case of a transfer of the business these rights automatically 
lapse. 

So far as the two fiscal years following that in which the 
change of ownership occurs are concerned, the acquiring com- 
pany has the option of being assessed on the actual trading 
profits of the acquired business earned in those fiscal years 
(Finance Act 1930, Section 15). 
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Illustration of Comparative Effects of Different Merger 

Schemes upon Income Tax Liabilities 

The importance of making a careful examination of merger 
schemes from a taxation standpoint may be illustrated by 
setting out the figures of a hypothetical case. For this purpose 
there may be taken into consideration the following assumed 
adjusted trading results of Company P, which makes up its 
accounts to 31st March in each year and has accumulated losses 
and unabsorbed wear and tear allowances amounting to £30,000 
in all : — 


Year to 31st March 1931 

Profit 

» » *932 • • 

Profit 

1933 • • 

Profit 

„ 1934 •• 

Profit 

.. » *935 •• 

Profit 


£ 25,000 
65,000 
70,000 
100,000 
105,000 


If the shares of Company P are acquired by a holding 
company and there is therefore no transfer of Company P's 
business to new ownership, the profits of Company P would 
continue to be assessed to income-tax in the ordinary way and 

the assessments would be on the following profits : — 

Fiscal Year £ £ 

1 93 1/3 2 Based on profits of year to 31st 

March, 1931 .. .. .. 25,000 

Less : Set against losses, etc. of ^30,000 

brought forward .. .. .. 25,000 Nil 


1 93 2/3 3 Based on profits of year to 31st 

March, 1932 . . . . . . . . 65,000 

Less : Balance of losses, etc. brought 

forward . . . . . . . . 5,000 


1 933/34 Based on profits of year to 31st 

March, 1933 

1 934/35 Based on profits of year to 31st 

March, 1934 

1 935/36 Based on profits of year to 31st 

March, 1935 


60.000 

70.000 

100.000 

105.000 


Total assessments for five years on 
Profits of 


^335.000 
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If, however, Company P transferred its undertaking at the 
close of business on 31st March 1933 to another legal owner, 
as might occur under a scheme of direct merger or of internal 
reorganisation within a holding company group, the assess- 
ments for the five years would be on the following profits : — 

Fiscal Year £ £ 

1931/32 This being the year preceding the year 
of transfer the tax authorities 
would have the right to re-open the 
assessment and base it upon the 
actual profits of the year to 5th 
April 1932, say . . . . . . 65,000 

Less : Set against losses, etc. brought 

forward . . . . . . . . 30,000 35,000 

I 93 2 /33 The year of transfer would also be 
assessed on the basis of the actual 
profits of the year, i.e. to 5th 
April 1933, say . . . . . « 70,000 

Note : As to five days of this year the assessment 
would be on the acquiring company. 

1 933/34 The actual profits of the year to 31st 
March 1934 would be the basis of 
assessment on the new owner, say . . 100,000 

1934/35 Based on profits of year to 31st 

March 1934 • • • * * * * • 100,000 

*935/36 Based on profits of year to 31st 

March 1935 . . . . . . 105,000 

Total assessments for five years on Profits of . . £410,000 

It will be seen that merely as a result of employing the direct 
merger method of amalgamation in the hypothetical case used 
for purposes of illustration, income-tax would be payable on 
profits of £75,000 more than the profits on which tax would 
be payable were the holding company method employed. 

Had the transfer of ownership been delayed only a few days — 
to the close of business on 6th April 1933, so that it might 
occur in the fiscal year 1933/34 instead of in the year 1932/33, 
the assessments for the five years would be on a basis different 
from both of those summarised above and the following profits 
would be assessable : — 
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Fiscal Year 

£ 

£ 

1931/32 Based on profits of year to 31st 
March 1931 

25,000 


Less : Set against losses, etc. brought 
forward 

25.000 

Nil 

1932/33 This being the year preceding the 
fiscal year of transfer the Revenue 
Authorities would claim to base the 
assessment on the profits of the year 
to 5th April 1933, say 

70,000 


Less : Balance of losses, etc. brought 
forward 

5,000 

65,000 

1933/34 The transferor company would be 
assessed on the profits of one day 
and the acquiring company on the 
profits of the 364 days ended 5th 
April 1934, say 


100,000 

1934/35 Based on the profits of one year from 
the acquisition, say . . 


100,000 

1 935/36 Based on profits of year to 31st 
March 1935 


105,000 

Total assessments for five years on Profits of . . 

£370,000 


From these figures it will be seen that merely by a delay of 
a few days in the transfer a saving of tax on about £40,000 
might be effected, but that even then this method would involve 
payment of tax on about £35,000 of profits which would not 
be payable under the holding company method of amalga- 
mation. 

In cases of companies in circumstances different from those 
of the company dealt with in the illustrations, it might well 
be that the figures would show the direct merger method to 
be more economical in its taxation aspects. This would be the 
case if the profits of the business were falling materially at the 
time of acquisition. The purpose of giving the illustrations 
above is to emphasise the importance of examining closely 
from a taxation standpoint any proposals formulated for effect- 
ing a merger and not to indicate that one method is, in all 
circumstances, preferable to another. 
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Right to set off Past Losses and Wear and Tear 

Accumulations Against Future Profits Lost if Business 

is transferred to New Ownership 

It has already been mentioned that when a business which 
has accumulated losses or unabsorbed wear and tear allowances 
is transferred to another company, the transfer has the effect 
of terminating the right to set off the past losses against future 
profits and the benefit of the accumulated wear and tear 
allowances is also lost. This is a very important point when 
considering whether an amalgamation scheme should take the 
form of a direct merger or that of a holding company or whether 
it is desirable to carry out a merger of the businesses of com- 
panies in a holding company group or to keep the businesses 
in the hands of their separate companies. 

If, for example, a company which has accumulated losses 
during the past two or three years of £100,000 and unabsorbed 
wear and tear allowances of say £50,000 were to make profits 
during the subsequent years, the poor results of the past would 
reduce its future tax liabilities by a substantial amount. In 
certain circumstances the reduction would be equal to tax 
on the whole of the losses and wear and tear allowances carried 
forward. Under a holding company merger scheme, assuming 
no change in the ownership of the company’s business, the 
foregoing benefits would not be prejudiced by the amalgama- 
tion. If, however, as part of a reorganisation of a holding 
company group or of a scheme of direct merger the company 
were to transfer the whole of its trading activities to another 
legal entity, income-tax would be payable by the acquiring 
company on the whole of the profits earned after the date of 
the transfer without any allowance being obtained in respect 
of the losses and unabsorbed wear and tear allowances of the 
previous owner of the business. The adoption of such a 
scheme without modification might therefore involve the pay- 
ment of income-tax on profits of £150,000 more than would 
otherwise become subject to taxation. 
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In some cases the prejudicial effects of a direct merger to 
which reference has been made do not arise or may be avoided. 
If, for example, a merger of the business of the company 
mentioned above as having accumulations of losses and wear 
and tear allowances were proposed to be effected with one or 
more other companies, the benefit of the accumulations need 
not be lost if the scheme of amalgamation were so arranged 
that the company having the accumulations were itself used 
as the merger company and were itself to acquire the businesses 
of the other companies. 

Acquisition of Part of an Existing Business not 
Necessarily Treated as setting up of New Business 

It must also be remembered that whilst it is true that a 
company which acquires an additional business is treated for 
income-tax purposes as if it had set up a new trade or business 
(Section 32 of Finance Act, 1926) the regulation does not apply 
where the transferee company acquires only a part of a trade 
or business similar to its own existing business. It has been 
held by the Courts ( Stockham v. Wallasey Urban District 
Council (95 L.T. 834) ) that there can be no succession to a 
part of a business. If, therefore, there is a group of several 
companies and it is desired to concentrate the trading activities 
by transferring the business of one of the companies to other 
ownership within the group, changes in the basis of subsequent 
assessments which arise in the case of a succession or a purchase 
of a new business might be avoided if the business to be trans- 
ferred were divided into two parts, not necessarily equal, and 
were transferred separately to other companies which are 
carrying on businesses similar to those which are to be trans- 
ferred to them. In such a case each of the companies acquiring 
the parts would claim that all that it had done was to expand 
its existing business and that no adjustment under Section 32 
of the Finance Act, 1926, should be made in its assessments. 
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The importance of considering the circumstances in order 
to see whether taxation advantages would accrue from the 
arrangement of a reorganisation in a particular manner may be 
illustrated by the figures of a hypothetical case. 

If Company R, which in the year ended 31st December 1933 
made a profit of £50,000 and was assessed on that amount in 
the fiscal year 1934/35, were on 1st April 1934 to take over 
the whole business of Company F and to earn £73,000 in the 
newly acquired business in the year to 31st March 1935, 
Company R would become liable to an additional assessment 
for the fiscal year 1933/34 on the five days trading of the ac- 
quired business from 1st to 5th April 1934, say £1,000, and for 
the fiscal year 1934/35 its assessment would be increased from 
£50,000 to £123,000. This would represent an assessment 
based on its own profits of the year 1934 and an additional 
assessment on the profits of the new business for the full twelve 
months from the date of acquisition. 

If, however, the business carried on by Company F were of 
exactly the same nature as that carried on by Company R 
and the reorganisation of the group were arranged so that a 
part only (even a large part) of the business of Company F 
were acquired by Company R, there would be no increase in 
Company R’s assessment for the year 1933/34 and its assess- 
ment for 1934/35 would remain at £50,000. Company R 
would claim that it had merely extended its existing activities 
and had not started an additional trade. In these circum- 
stances, the first increase in Company R's assessment would 
be in the year 1935/36 and that increase would be limited to 
the additional profits arising in the period from 1st April to 
31st December 1934 from the part of the business acquired 
from Company F, that is, approximately three-fourths of 
£73,000, the assumed profits of the additional business for 
the year to 31st March 1935. At the same time Company F 
would retain its right to apply any losses or wear and tear 
allowances carried forward against future profits in the part 
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of its business not disposed of to Company R. Considerable 
economy in taxation payments might thus be effected by 
arranging the reorganisation as a partial sale of Company F’s 
business on the lines indicated, rather than as a sale of the whole 
undertaking to Company R. 

It should perhaps be added that the question of fact whether 
additional trading activities taken over from another company 
represent merely an extension of the transferee company's 
existing business or the setting up of a new trade is not always 
easy to answer. It is one on which the decisions of the Courts 
appear to afford little precise guidance, and careful examination 
of the particular circumstances is always necessary in order to 
reach a conclusion in such cases. 

Where the transfer of the whole of one company’s under- 
taking or goodwill to another company is involved, or where the 
vendor company carries on two or more distinct trades or 
ventures and disposes of one of them or the goodwill of one 
of them ,the acquiring company is necessarily treated for income- 
tax purposes as if it had set up a new trade, however similar 
to its own business the new acquisition may be. If only a 
part of the transferor company’s business is acquired and that 
part is distinct in character from the business already being 
carried on by the transferee company, the same consequences 
follow, namely, that the transferee company is, as regards its 
extension in activities, treated for taxation purposes as having 
set up a new trade. The transferee company in such a case 
has, of course, the right under Rule 13 of Case I of Schedule D 
to set off any future losses which may be incurred in either of 
the trades or under Section 34 of the Income Tax Act, 1918, 
to claim refund of tax in respect of any such losses. 

Reliefs Obtainable by Non -Trading Companies in 

Respect of Management Expenses 

A company whose business consists mainly in the making 
of investments and the principal part of whose income is derived 
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therefrom, on proving to the Special Commissioners that it 
has been charged to tax by deduction or otherwise and has not 
been charged under the Rules of Case I of Schedule D (as a 
trading company), is entitled under Section 33 of the Income 
Tax Act, 1918, to claim repayment of so much of the income- 
tax which it has suffered as is equal to the amount of tax on 
any sums disbursed by it as expenses of management for the 
year. 

This relief is subject to the proviso that the tax ultimately 
suffered is not less than would have been payable if the profits 
had been charged in accordance with the Rules of Case I of 
Schedule D. When any part of the expenses is disallowed 
under this proviso, the amount so disallowed may be carried 
forward and treated as if it were disbursed for any of the six 
years of assessment follow r ing. At one time the Inland Revenue 
authorities claimed the right to apply this proviso in all cases 
where refund of tax on management expenses was claimed under 
Section 33 of the Income Tax Act, 1918, but since the decision 
of the case of Simpson v. Grange Trust Ltd. (152 L.T. 517) 
the proviso is only to be applied in cases where the Revenue 
would have had the right to assess the profits under Case I 
of Schedule D if they thought fit. 

In cases where the restriction still applies it may usually 
be overcome by the holding company charging its expenses, 
or a part thereof, to its subsidiaries as expenses incurred on 
their behalf. Where, as often happens, most of the expenses 
of the holding company are incurred in connection with the 
trades carried on by its subsidiaries, no objection will be taken 
by the Revenue authorities to a charge of this kind for expenses 
in the subsidiaries’ accounts. 

Trading Holding Companies : Claims for Relief under 

. Section 34. 

Where the holding company is itself a trading company. 
Section 33 of the Income Tax Act, 1918, will not apply. The 
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company will be assessed under Case I of Schedule D on the 
results of its own trading, and its expenses of management will 
form a deduction in arriving at its profits. If the company 
makes a loss in such circumstances and has taxed income from 
its subsidiaries or from other sources, relief can be obtained 
under Section 34, Income Tax Act, 1918, to the extent of tax 
upon the amount of the loss or the amount of its income taxed 
by deduction and assessment, whichever is the less. Thus, if 
a company has made a loss of £50,000 on its own trading, and 
has taxed income from its subsidiaries of £40,000, the tax on 
this £40,000 can be recovered, but in such circumstances the 
£50,000 cannot be carried forward and set off against subse- 
quent profits made by the holding company in its trade. The 
amount so carried forward is restricted to the balance of £10,000 
in respect of that part of the loss on which relief has not been 
obtained under Section 34. 

Liability of Holding Company to Income Tax on Profits 
on Dealings in Investments 

It sometimes happens that the business of a holding company 
partly consists of dealing in investments. As a dealer or 
trader in investments, such a company would be liable under 
Case I of Schedule D on its trading profits in the same way as 
if it were any other kind of trader. It would probably hold 
two classes of investments — (a) those which it holds as a trader 
in investments and ( b ) those which it holds in its subsidiaries. 
The distinction between these two classes, however, is not 
always clearly discernible, and if the company sells its holding 
in some of its subsidiary companies at a profit, it is possible 
that the Revenue authorities might claim that as the company 
is one which trades in investments, and there is a profit on a 
sale of an investment, the profit is taxable. 

The law in this class of case was summarised by Clerk, L.J., 
in the case of Californian Copper Syndicate v. Harris (5 T.C. 
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159). After stating that the enhanced price obtained in the 
realisation of an investment is not assessable when what is 
done is merely the realisation or change of an investment, but 
is assessable when the change constitutes the carrying on of a 
business, the Judge continued : — 

“ What is the line which separates the two classes of cases may be 
difficult to define and each case must be considered according to its 
facts, the question to be determined being, * is the sum or gain that has 
been made a mere enhancement of value by realising a security, or is it 
a gain made in an operation of business in carrying out a scheme for 
profit making ?’ ” 

If the holding company is a company which engages in dealing 
in investments, any gain made in the realisation of its invest- 
ments, whether of marketable securities or of shares in its own 
subsidiaries, would appear to be assessable. If, however, the 
company is not one which deals in investments the profit real- 
ised by the sale of shares in a subsidiary company would be a 
“ mere enhancement of value by realising a security/' in other 
words, a capital profit, and would not be assessable. 

Foreign Subsidiaries 

Where a subsidiary company of a British holding company is 
registered abroad special .taxation problems arise. If such a 
company is in the technical sense resident in this country it is 
liable to British Income Tax under Case I of Schedule D in 
precisely the same way and to the same extent as if it were 
registered and operating wholly in this country. If, on the other 
hand, the subsidiary company is technically resident abroad, 
it incurs no liability to British Income Tax. In this case the 
holding company is liable under Case V of Schedule D on the 
amount of dividends which it receives from the subsidiary, but 
any profits of the latter not distributed in dividend are not 
liable to British Income Tax. 

'Where a foreign subsidiary is making profits which it is 
desired to retain abroad for purposes of development, etc., 
the question as to which is the country where the company is 
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resident becomes of considerable importance. It is often worth 
while so to arrange the control and management of the foreign 
subsidiaries of a British holding company as to make them 
“ resident '' abroad and thus not liable to tax on their undis- 
tributed profits. On the other hand, it sometimes happens 
that, from considerations apart from taxation, it is desirable 
to retain control and close oversight in this country, notwith- 
standing the increased liability to tax thereby involved. As 
in so many other holding company problems it is not possible 
to lay down hard and fast rules on the subject, but each case 
must be judged on its merits and by reference to its own 
circumstances. 

The word “ resident” in this connection has a technical 
meaning which has been explained from time to time in the 
Courts. A company is not necessarily resident in the country 
where it is registered. This was clearly laid down in the dictum 
that " The residence of a joint stock company is where its 
operations are controlled. ” ( Cesena Sulphur Co. v. Nicholson , 

I.T.C. 97). In another case it was said that “ a company 
resides for purposes of Income Tax where its real business is 
carried on . . . and the real business is carried on where the 
central management and control actually abide.” (De Beers 
Consolidated Mines Ltd. v. Howe , 5 T.C. 213.) 

What constitutes the control of a company so as to determine 
its residence is a question of fact, and it is only from reports of 
decided cases that an opinion can be formed as to the view 
which the Commissioners of Income Tax would probably take 
of the facts in a particular case. They appear usually to take 
into consideration such questions as — 

(1) where the directors of the foreign subsidiary company 
reside, 

(2) where they hold their meetings, 

(3) whether at the directors' meetings the subsidiary cbm- 
pany's trading activities are managed or controlled, or 
whether the directors' meetings are purely formal, the 
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control and management in substance being, by corre- 
spondence or otherwise, in the hands of persons in this 
country, 

(4) in which country is the subsidiary incorporated, and so on. 

The fact that the parent company may hold, either in its 
own name or through nominees, the whole of the share capital 
of the subsidiary company, does not of itself render the parent 
company liable to assessment in respect of the profits of the 
subsidiary company. If the business management of the 
foreign subsidiary can only be exercised by directors abroad 
and the parent company or its directors have no power to inter- 
vene, except in their capacity as shareholders in the subsidiary 
company, then the foreign subsidiary company is for tax pur- 
poses resident abroad and is not liable to assessment under 
Case I of Schedule D. 


Stamp Duties 

There were granted in the Finance Act, 1927, and its subse- 
quent amendments reliefs from stamp duties which gave some 
encouragement to the amalgamation of businesses both by the 
direct merger method and by means of the holding company. 

Where a company enlarges its share capital in order to issue 
new shares in exchange for shares representing not less than 
90 per cent, of the issued share capital of another company, 
the purchasing company (e.g. a holding company) is now 
exempted from stamp duty on the increase in its capital 
which is to be issued in exchange for the acquired shares. 
This exemption is limited to the amount of the share capital 
(whether issued or not) of the acquired company or to the 
amount which is to be treated as paid up on the shares which 
are to be issued in exchange, whichever amount is the less. 

It will be observed that in specifying the minimum propor- 
tion of the shares which must be acquired in order to obtain 
exemption, the Act has reference to the total issued share capital 
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and does not deal with individual classes of shares : this may 
be an important consideration in devising a scheme of merger 
on the holding company method when deciding, for instance, 
whether or not to include the preference shares of the merging 
companies in the scheme. 

Provisions are included in the section giving exemption in the 
same circumstances from the stamp duty which would other- 
wise be payable on the transfers of the shares involved in the 
transaction. 

The section also facilitates internal reorganisation of com- 
bines arranged on the holding company basis by granting 
exemption from stamp duty on increases in share capital and 
on transfers of assets to a company which increases its capital or 
issues previously unissued capital for the purpose of acquiring 
the whole or part of the assets of an existing undertaking 
in exchange for its own shares. This privilege has been 
further extended by Section 42 of the Finance Act, 1930, which 
grants exemption from stamp duty on any transfer of an 
interest in property between two companies in cases where 
either of the companies owns not less than 90 per cent, of the 
share capital of the other or not less than this proportion of 
the share capitals of both companies is owned by a third 
company. 

These provisions are sometimes found to be of assistance 
where it is desired to amalgamate similar departments carried 
on by different subsidiary companies, or to concentrate the 
ownership of investments or other assets previously held by 
several of the constituent concerns. If, for example, the 
holding company desires to concentrate the manufacturing or 
selling activities of its subsidiaries in the works or management 
of one company, or to re-allocate the ownership and control of 
sub-subsidiary companies as between the different subsidiaries, 
there is now no obstacle such as previously existed in the shape 
of stamp duties to discourage the reorganisation. A company 
could be formed for the purpose, or one of the existing subsidiary 
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companies could increase its share capital and acquire the assets 
of the relative departments of the other subsidiaries by issuing 
shares in exchange for them. Alternatively, one of the com- 
panies could purchase the assets held by the other companies 
for some other consideration which might be thought 
reasonable. 

The foregoing paragraphs are merely a brief outline of Section 
55 of the Finance Act, 1927, and Section 42 of the Finance Act, 
1930, in so far as they affect the acquisition or internal re- 
organisation by a holding company of its interests in sub- 
sidiary concerns, and the sections themselves with subsequent 
amendments should be referred to in considering any particular 
case. 
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PRELIMINARY DRAFT BALANCE 
(Drawn up to illustrate some of the 


£ 


Share Capital — 

Authorised : ^1,600,000 in Shares of £1 each . . 
Issued : Ordinary Shares of £1 each, fully paid . . 
Issued in exchange for Ordinary Shares in 
Subsidiary A. 

(Includes 80,000 Shares held by Subsidiary B.) 

5 per cent. Cumulative Preference Shares of 
£1 each, fully paid 

5 per cent. First Mortgage Debenture Stock 
secured by a first floating charge on the Company’s 
Assets (includes ^25,000 held by Subsidiary B.) 
Sundry Creditors — 

Amount owing to Subsidiary D. on Current A/c 
Sundry Creditors and Provisions for Accruing 
Expenses and Taxation 


970.000 
30,000 

1 , 000,000 

600.000 


10,000 

309,400 


£ 

1,600,000 


1,600,000 

720,000 


319,400 


Reserve (includes premium of ^120, 000 on issue of 
30,000 Ordinary Shares in payment for 450,000 
Ordinary Shares of Subsidiary A.) 

Profit and Loss Account as at commencement of 
year (after paying Final Dividends for previous 

year) 

Add — -Net profit, viz. : 

Sub. B. Interim Dividend . . ^652,500 

Sub. B. Final Dividend . . . . 17,400 

Interest charged, Sub. A. (including 

Debenture Interest) . . . . 57,150 

Profit on Sale of Goods purchased 

from Sub. A. . . . . . . 50,000 

Company C. Debenture Interest . . 9,450 


786,500 

Losses on Outside Trading after 

charging Debenture Interest . . 280,000 


506,500 

Less • — Dividend on Preference Shares 30,000 


500,000 


2,500 


476,500 


479,000 


Contingent Liabilities — 

Bills under Discount, Subsidiary A. 

Guarantee of Loan for Subsidiary B. 

The Holding Company has also guaranteed the 
Capital and Dividends of the £14,000 10 per 
cent. Preference Capital of Sub-subsidiary C. 


£110,000 

£600,000 


£3,618,400 


Note. — On investigation the above Balance Sheet is altered and 
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points referred to in this book) 



£ 

£ 

Goodwill (at Cost) 

Freehold and Leasehold Land and Buildings 


150,000 

(at Cost, less Amounts written off) 

Plant, Machinery, Fixtures, Fittings, &c. 


100,000 

(at Cost, less Depredation) 


260,000 

Stock in Trade — A s valued by Officials . . 

Sundry Debtors and Prepaid Charges — 


25,000 

Subsidiary A. Advances 

750,000 


,, B. Final Dividend . . . . . . 

17,400 


B. Current Account . . 

2,000 


Others , . . . . . . . . . ! 

|- 

Bills Receivable — 

108,500 

877,900 

Subsidiary A. 

Investments, viz. — 

Subsidiary Companies at Cost : 

Subsidiary A. — 

12,500 

215,000 

25,000 Preference Shares at 10s. . . 


450,000 Ordinary Shares at 6s. 8d. . . 

150,000 


£250,000 Debenture Stock 

Subsidiary B. — 

250,000 


17,400 Shares at ^75 

Subsidiary D. — 

1,305,000 


20,400 Shares at £2 10s. 

Sub-subsidiary Company at Cost : 

51,000 


Sub-subsidiary C. — Debentures 

Less Dividend declared and paid by Subsidiary B. 

210,000 

1,978,500 


out of Surplus existing at Date of Purchase 

174,000 

1,804,500 


British Government Securities, etc. — At cost . . ! 

140,000 1 

1,944,500 

Cash at Bank and in Hand 


46,000 



^3,618,400 
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Share Capital: Authorised and Issued — 

Ordinary Shares of £1 each 
5 per cent. Cumulative Preference Shares of £1 
each 


£ 

1 , 000,000 

600,000 


1,600,000 


Note. — 80,000 of the Company ’sOrdinary Shares 
are held by a Subsidiary Company. 

5 per cent. First Mortgage Debenture Stock 
(Redeemable 1950) — 

Secured by a first floating charge on the Com- 
pany’s Assets 

Note. — £25,000 of the Company’s Debenture 
Stock is held by a Subsidiary Company. 

Amounts owing to Subsidiary Companies 
Less — Company's own Debenture Stock included 
therein 


720,000 


35.000 

25.000 


10,000 


Sundry Trade Creditors and Provisions for 
Accruing Expenses and Taxation 
General Reserve 
Contingent Liabilities — 

The Company has guaranteed the Capital and 
Dividends of the £14,000 10 per cent. Preference 
Capital of a Sub-subsidiary Company. The Sub- 
subsidiary is making Profits and no Loss is antici- 
pated under the guarantee. The Company has also 
entered into the following commitments on behalf 
of Subsidiary Companies : 

Guarantee of Bank Loan 
Bills Discounted 


309,400 

380,000 


600,000 

110,000 


£710,000 


[£3,019,400 


Forward . . 
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Goodwill (at Cost) 

Freehold and Leasehold Land and Buildings 
(at Cost, less Amounts written off) 

Plant, Machinery, Fixtures, Fittings, etc. 

(at Cost less Depreciation) 

Shares in and Amounts Owing from Subsidiary 
Companies (including Goodwill less Capital 
Reserves £404,028) 

Shares — At Cost 
Amounts owing : 

Debenture Indebtedness, Loans, etc. at 

* Cost 

Current Indebtedness including dividend 
declared since date of Balance Sheet 
Undistributed Profits (less Profit on Inter- 
company Transfers of Stock in Trade 
not sold to outside Customers at 
Balance Sheet date). (See page 183.) 


Less . — Reserve for Losses of Subsidiary 
Company 

Note . — On the basis of the latest balance sheets 
of the subsidiary undertakings the above interests 
were represented by net tangible assets in those 
undertakings of book values as under : — 

Land, Buildings, Plant, Machinerv, 

etc £1,905,000 

Shares, Debentures and Indebtedness 
of the Holding Compan y at par . . 11 5,000 

Stock in Trade .. . . .. 757,730 

Debtors, Bills Receivable and Cash 618,800 


150.000 

100.000 

260,000 


1,224,500* 

1,215,000* 

19,400 


25,373 

2,484,273 

526,250 


1,958,023 


3,396,530 

Less. — Debentures, Loans 

and other Liabilities, 

Final Dividends, etc. . . 1,586,500 

Interests of Outside 

Shareholders . . 256,035 1,842,535 


Total Net Assets at book values, 

exclusive of goodwill . . . . £1,553,995 


Amounts Owing from Sub-subsidiary Com- 
pany' — Debentures at Cost 
Stock in Trade — As Valued by Officials 


210,000 

25,000 


Forward 


£2,703,023 
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Forward 


£ 

3,019,400 



£3, 019, 400 


Report of the Auditors to the 

We report that we have examined the above Balance Sheet with the Books 
have required. In our opinion such Balance Sheet is properly drawn up so as to 
December 1934, according to the best of our information and the explanations 


London. 


1935 


Investments as on Page 165 {less £460,000 Debentures) 1,344,500 

Less. — Premium Account (relating to Subsidiary A.) .. .. .. 120,000 

£1,224,500 

Debenture Stock of Subsidiary A. ■ . . . . . . . . . . 250,000 

Advances to Subsidiary A . . 750,000 

Bills Receivable (Subsidiary A.) . . 215,000 

£1,215,000 

|Holding Company . . . . . . . . . . . . . . . . 2,500 

Subsidiary D. Proportion 10,200 


£12,700 


§ For details see Consolidated Balance Sheet (Pages 191 and 193.) 



169 


COMPANY (dont.) 


SHEET, 31st December 1934 {continued) 


Forward 

Sundry Debtors and Prepaid Charges 

British Government Securities, etc. — at 
Cost 

(Market Value £142,000) 

Cash at Bank and in Hand 

£ 

£ 

2,703,023 

108,500 

140,000 

46,000 

Profit and Loss Account 

Net Loss for year after deducting De- 
benture Interest and taking into 
account Profits and Losses of Sub- 
sidiary Undertakings 

Dividend on Preference Shares 

^4,577 

30,000 

34,577 


Less . — Credit balance brought forward from 
last year 

12,700+ 

21,S77§ 




£3,019,400 






Members of the Holding Company 

of the Company and have obtained all the information and explanations we 
exhibit a true and correct view of the state of the Company’s affairs as at 31st 
given to us and as shown by the books of the Company. 


Chartered Accountants. 

Auditors. 


♦If the provision of £526,250 for losses of Subsidiary A. had been applied to write 
down the book values of interests in subsidiary companies instead of being carried to 
Reserve for Losses of Subsidiary Company, it would have been applied first to write 
off the cost of the shares in Subsidiary A. and then the balance of the provision would 
have been applied in reduction of the indebtedness. The written down figures for 
balance sheet purposes would have been as under : — 




Debenture 


Shares 

Indebtedness 



&c. 


£ 

£ 

Cost 

1,224,500 

1,215,000 

Less Written off 

42,500 

483,750 

Written down book values 

£1,182,000 

£731,250 
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HOLDING 

DRAFT PROFIT AND LOSS ACCOUNT FOR 



£ 

£ 

To Loss on Company’s own Trading after 



Providing for all Expenses of Work- 



ing and Management Exclusive of De- 



preciation and Directors’ Fees 


171,150 

,, Directors’ Fees 

4,350 


Less . — Borne by Subsidiary Companies . . 

1,500 




2,850 

,, Depreciation 


15,000 

„ Income Tax 


5,000 

,, Debenture Interest 


36,000 



*£2Z0 , 000 

To Net Loss for Year Brought Down 


4,577 

,, Preference Dividend 


30,000 



£34,577 


STATEMENT IN REGARD TO 

One subsidiary company earned a profit during its last financial year and 
Company has been taken into the Holding Company’s Profit and Loss Account 

In the case of another subsidiary company no accounts were made up to 
and, accordingly, no results of that subsidiary have been brought into the 

The remaining subsidiary company sustained a loss during its last financial 
has been carried forward in the accounts of that company. In the Profit and 
made for this loss. 


*Debit Total £230,000, made up as follows : — £ 

Losses on Outside Trading after charging Debenture Interest (seepage 164) 280,000 
Less . — Profit on Sale of Goods pur chased from Subsidiary A. .. .. 50,000 


£230,000 
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COMPANY 

THE YEAR ENDED 31st December, 1934 


By Profits (less Losses) of Subsidiary and 
Sub-subsidiary Companies for Year 
(Including Profits not Drawn in 
Dividend) 

Profits applicable to this Company's 
interests in Companies B and C 
Deduct . — Loss of Company A £526,250 
Less . — Interest payable to 
this Company included 
therein 57,150 


„ Net Loss for Year Carried Down 


By Balance Brought Forward from Last 
Year Including Proportion (£10,200) 
of Undrawn Profits of Subsidiary 
Company 

,, Balance Carried to Balance Sheet 


£ 


£ 


694,523f 


469,100 


225,423 

4,577 


£230,000 


12,700 

21,877 


£34,577 


SUBSIDIARY COMPANIES 

the proportion of this profit attributable to the shares held by the Holding 
for the year. 

a date or became available within the Holding Company's last financial year 
accounts for the year. 

year which, to the extent that it exceeded profits previously undistributed. 
Loss Account of the Holding Company for the year, full provision has been 

^-Directors. 


| Profits of Subsidiary and Sub-subsidiary Companies £694,523, made up as 
follows : — £ 

Proportion of Profits of Subsidiary B. and Sub-subsidiary C. applicable to 
Holding Company’s interest (see page 193) . . . . . . . . 685,073 

•Add . — Debenture Interest paid by Sub-subsidiary C. .. .. .. 9,450 


£694,523 
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SUBSIDIARY 

PRELIMINARY DRAFT BALANCE 
(Drawn up to illustrate some of tlie 



£ 

£ 

Share Capital — 



Authorised . . 


750,000 

Issued : 



Ordinary Shares of /I each, fully paid . . 

500,000 


5 per cent. Cumulative Preference Shares of ^1 



each, fully paid 

50,000 


(There are arrears of Preference Dividend 



amounting to ^2,500) 


550,000 

5 per cent. First Mortgage Debenture Stock 



(secured by a first mortgage on the properties and 



a floating charge on the other assets) 


250,000 

Reserve — 



At date of Purchase by Holding Company 


80,000 

Bills Payable — 



To Holding Company — of which held by latter . . 

215,000 


discounted by latter . . 

110,000 


Sundry Creditors — 


325,000 

Holding Company Loan 

750,000 


Subsidiary B. Loan 

101,000 


Other Creditors, Accruing Expenses, &c. 

290,000 


Contingent Liabilities — 


1,141,000 

Bills under Discount 

312,000 


Forward Contracts . . 

150,000 



£162,000 




£2,346,000 


PRELIMINARY DRAFT PROFIT AND 

LOSS ACCOUNT 

To Loss on Trading before Charging Depreciation 

£ 

£ 

and Directors’ Fees 


366,850 

,, Depreciation . . 


90,000 

,, Directors’ Fees 


1,000 

„ Interest Charges on : 



Debenture Stock (owned by Holding Company) 

12,500 


Loan from Holding Company 

44,650 


Loan from Company B 

10,000 



67,150 



£525,000 


Note . — The Holding Company decides to provide in its own Accounts for the whole 
outside holdings of preference shares in Company A (^1,250) as a charge to he taken 


HOLDING COM 
£ 

. . 12,500 

. . 150,000 

. , 250,000 


25,000 Preference Shares at 10s. each 
450,000 Ordinary Shares at 6s. 8d. each 
^250,000 Debenture Stock at par 
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*73 



£ 

£ 

Goodwill (at Cost) . . 


150,000 

Freehold Land and Buildings (at Cost, less 



Amounts written off) 


500,000 

Plant and Machinery (at Cost, less Depreciation) 

Stocks (includes £201,250 purchased from Sub- 
sidiary B. this year at a Profit to B. of 20 per cent. 


670,000 

or £40,250) 


315,000 

Sundry Debtors — 



Sub-Subsidiary C. . . 

2,500 


Others 

171,500 

174,000 

Bills Receivable 


25,000 

Cash at Bank and in Hand 


7,000 

Profit and Loss Account — 



Net Loss after charging Debenture Interest 

Less Credit Balance at Date of Purchase by 

525,000 


Holding Company . . 

20,000 

505,000 

^2,346, 000 


FOR THE YEAR ENDED 31st December, 1934 


By Net Loss for Year as per Balance Sheet . . 525,000 


£525, OOO 


of this loss of £525,000 and also to regard the cumulative preference dividend on the 
into account in arriving at its own results. 

fany’s interest 

« 

Preference Shares acquired for Cash 

Purchase price of Ordinary Shares satisfied by issue of 30,000 Ordin 
ary Shares in Holding Company of a Market Value of £5 each . . 

Debenture Stock Purchased for Cash 


£412,500 


£ 

12,500 

150.000 

250.000 
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SUBSIDIARY 

PRELIMINARY DRAFT BALANCE 


(Drawn up to illustrate some of the 



£ 

£ 

Share Capital, Authorised and Issued — 



17,500 Shares of £10 each . . 


175,000 

Loan from Bankers (secured by Guarantee of 



Holding Company) 


600,000 

Sundry Creditors — 



Holding Company on Current Account . . 

2,000 


Sub-subsidiary C. . . 

1,000 


Others 

136,000 


Reserve — 


139,000 

At Date of Purchase by Holding Company 

30,000 


Added since 

20,000 

50,000 

Profit and Loss Account — 



At Date of Purchase by Holding Company 

200,000 


Less Dividend since paid thereout 

175,000 


Net Profit since — 

25,000 


(Includes : Dividend to come from Sub-sub- 
sidiary C., £18,200 

Interest on Loan to Subsidiary A., 



£10,000) 

729,000 


Less : Transferred to Reserve . . . . £20,000 

754,000 


Interim Dividend paid November 

1934, 375 per cent . . . . 656,250 



676,250 

77,750 

^1,041,750 


Holding Company acquired 17,400 


PRELIMINARY DRAFT PROFIT AND LOSS ACCOUNT 


To Depreciation . . . . . . . . . . . . . . 32,500 

„ Directors’ Fees . . . . , . . . . . . . . . 300 

,, Income Tax . . . . . . . . 193,000 

,, Net Profit for Year as per Balance Sheet . . . . 729,000 


(exclusive of undrawn share of Company C’s profits) 


£ 954,800 

STATEMENT PURSUANT TO SECTION 

The Subsidiary Company made a profit during the year 1934 which profit 
the dividend receivable by this Company. This Company’s proportion of 
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£ 

£ 

Freehold Land and Buildings (at Cost, less 



Amounts written off) 


150,000 

Plant and Machinery (at Cost, less Depreciation) 


265,000 

Investments at Cost — 



2,600 Ordinary Shares of £10 each in Sub- 



subsidiary C. . . 

60,000 


80,000 Ordinary Shares of £1 each in Holding 



Company 

100,000 


£25 A 000 First Mortgage Debenture Stock of the 



Holding Company 

20,000 




180,000 

Stock in Trade — As Valued by Officials 


202,750 

Sundry Debtors — 



Subsidiary A. Loan 

101,000 


Sub-subsidiary C. Final Dividend for 1934 de- 



dared since Balance Sheet Date 

18,200 


Others 

96,300 




215,500 

Cash at Bank . . . . j 


28,500 



£1,041,750 


Shares at £75 each = £1, 305,000. 


FOR THE YEAR ENDED 31st December, 1934 


By Profit on Trading (including £40,250 on goods sold 
to Company A and still held by that Company) 
before Charging Depreciation and Directors' 

Fees 

,, Interest and Dividends Receivable : 

Holding Company Debenture Interest . . . . 1,250 

Dividend from Company C. . . . . . . 18,200 

Company A Loan Interest . . . . . . 10,000 


£954,800 


L 

925,350 

29,450 


126 OF THE COMPANIES ACT 1929 

has been brought into the above Profit and Loss Account to the extent of 
the Subsidiary Company's undistributed profit for the year amounted to £260 

Directors 
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PRELIMINARY DRAFT BALANCE 
(Drawn up to illustrate some of the 


Share Capital, Authorised and Issued — 

£ 

£ 

2,600 Ordinary Shares of £10 each 

26,000 


1,400 10 per cent. Preference Shares of £10 each 

(The Preference Shareholders have no Voting 
Rights except in special circumstances but 
are entitled under Company’s Articles to 
share pvo rata with Ordinary Shareholders 
in Surplus Assets on a winding up. Their 
Capital and Dividends have been guaran- 
teed by the Holding Company) . 

14,000 

40,000 

4£ per cent. First Mortgage Debentures (se- 


* 

cured by first charge on Assets) 

Sundry Creditors — 


210,000 

Subsidiary A. 

2,500 


Others 

Reserve — 

129,000 

131,500 

At Date of Purchase by Subsidiary B. 

Profit and Loss Account — 


40,000 

At Date of Purchase by Subsidiary B, 

Add : Net Profit after charging Debenture 
Interest (subject to payment of Preference 

120,000 


Dividends for year to date) . . 

20,000 

140,000 

£561,500 


Subsidiary B. owns all Ordinary Shares at cost of £60,000, but the Holding 
mately controlled by the Holding Company, it is not a subsidiary of that 
panyhas provided working capital to the extent of £2 1 0, 000 on First Debenture. 


PRELIMINARY DRAFT PROFIT AND LOSS ACCOUNT 


To Depreciation 
„ Directors’ Fees 
,, Income Tax .. 

,, Interest on Debentures 

(owned by Holding Company) 

,, Net Profit for Year as per Balance Sheet 


£ 

17,500 

200 

7,000 

9,450 

20,000 


£ 5^150 


Note . — The Preference Dividend of £1,400 
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points referred to in this book) 



£ 

£ 

Leasehold Buildings (at Cost, less Amounts 



written off) . . 


50,000 

Machinery and Fixtures (at Cost, less Deprecia- 



tion) 


130,000 

Stock in Trade — as Valued by Officials 


150,000 

Sundry Debtors — 



Subsidiary B. ...... 

1,000 


Others 

219,000 




220,000 

Cash at Bank and in Hand 

i 

11,500 



£561,500 


Company owns no Shares in Company C. Thus although Company C. is ulti- 
company within the meaning of the Companies Act, 1929. The Holding Com- 


FOR THE YEAR ENDED 31st December 1934 


By Trading Profit for Year before Charging Depreciation 

and Directors’ Fees .. .. .. .. .. .. 54,150 


falls to be paid out of the above profit 


£54,150 

N 
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SUBSIDIARY 


PRELIMINARY DRAFT BALANCE 
(Drawn up to illustrate some of the 


Share Capital, Authorised and Issued — 

40,000 Shares of £1 each 


£ 

40,000 

Sundry Creditors 


110,000 

Reserve — 

At Date of Purchase by Holding Company . . 


170,000 

Profit and Loss Account — 

As last Balance Sheet (since Date of Purchase) . . 
A dd : Profit for year to date 

£5,000 

15,000 

20,000 

£340,000 


Notes. — Holding Company purchased bare controlling interest (51 per 
Balance Sheet as at 30th November 1934 was not received when Holding 
30th November 1933 is the same as that which was included in the Holding 
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SHEET, 30th November 1933 
points referred to in this book) 



£ 

Machinery and Plant (at Cost, less Depreciation) 

140,000 

Stock in Trade — as Valued by Officials 

130,000 

Sundry Debtors (less Reserve) . . 

45,000 

Amount owing from Holding Company 

10,000 

Cash at Bank 

15,000 


^340,000 


cent.) 20,400 Shares at £2 10s. each = ^51,000. 

Company's 1934 accounts were being prepared. Above Balance Sheet as at 
Company's previous accounts. 



SUBSIDIARY UNDERTAKINGS 

PRELIMINARY SUMMARY STATEMENT 
VIEW OF HOLDING 

(Incorporating the last available figures of one subsidiary company as at 30th 


Freehold and Leasehold Land and Buildings — At Cost, less Amounts 
written off . . 

Plant, Machinery, Fixtures & Fittings, &c. — At Cost, less Depreciation 
Shares and Debenture Stock of Holding Company (at par value) 

Stock in Trade 

Sundry Debtors and Prepaid Charges ( less Reserves) 

Bills Receivable 

Cash at Bank and in Hand 

Associated Companies 

Less : 

Debentures and Debenture Stock 

Loans 

Sundry Creditors and Bills Payable 

Final Dividends . . 

Associated Companies 

Do . Profit on Stocks held 


Carry forward 



i Si 

(including Sub-subsidiary Company) 

OF ASSETS AND LIABILITIES FROM POINT OF 
COMPANY 

Nov. 1933 and those of all other subsidiary undertakings as at 31st Dec. 1934) 


A. 

B. 

C. 

D. 

Tc 

tal 

Inter Co. 
Balances 

Net 


£ 

£ 

£ 

£ 

£ 

500,000 

150,000 

50,000 



700,000 

670,000 

265,000 

130,000 

140,000 


1,205,000 


105,000 




105,000 

315,000 

202,750 

150,000 

130,000 

40,020 

757,730 

171,500 

96,300 

219,000 

45,000 


531,800 

25,000 





25,000 

7,000 

28,500 

11,500 

15,000 


62,000 

2,500 

119,200 

1,000 

10,000 

132,700 


1,691,000 

966,750 

561,500 

340,000 

172,720 

3,386,530 

250,000 


210,000 


460,000 



600,000 




600,000 

400,000 

136,000 

129,000 

110,000 


775,000 


17,500 

19,600 


35,600 

1,500 

1,066,000 

3,000 

2,500 


1,071,500 



40,020 



40,020 


* 

£25,000 

£170,230 

£200,400 

£230,000 

£1,434,400 

£2,010,030 
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SUBSIDIARY 

PRELIMINARY SUMMARY STATEMENT 


Brought forward 

Proportion Accruing to Outside Shareholders — 

Ordinary and Preference Shares 

Proportion of Reserves, and Profit and Loss Balances (for details see Con- 
solidated Balance Sheet) 

Less : Goodwill attributable to Outside Shareholders (including proportion 
of excess of cost of inter-company investments over nominal value) 


Balance of Surplus Assets not Including Goodwill 


Goodwill (for details see Consolidated Balance Sheet)— 
Subsidiary Companies (proportion only) 

Excess of Cost of Shares over Nominal Value 
Excess of Nominal Value over Cost of Shares 


Less : Surpluses in existence at date of acquisition of Shares, viz. : Reserves 
and Profit and Loss Balances 


Holding Company’s Amended Balance Sheet Shows — 
Subsidiary Companies Cost of Shares 


Amounts owing from Subsidiary Companies (at Cost) — 
Debenture Stock of Subsidiary A. 

Advances to Subsidiary A. 

Bills Receivable (Subsidiary A.) . . 


Current Indebtedness 

Undistributed Profits (for details see Consolidated Balance Sheet). 
Profits (previous period) 

Profits (this year) 

Stock Reserve 
Reserve Accounts 

Less : Reserve for Losses of Subsidiary A 


Less : Amount owing by Holding Company to Subsidiary D. 


Add : Debenture Indebtedness of Sub-subsidiary C. 


*As the Holding Company is financing the business of Subsidiary A, the 
Accounts of the Holding Company for all losses of Subsidiary A, although, of 

# f Represents Holding Company’s proportion of goodwill arising in accounts 
sidiary C(^34,000) and of Holding Company (/20, 000) less the discount obtained 
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£ 

25.000 

75.000 
11,250 

15.000 


71,250 


£ 

170,230 

1,000 

1,225 

280 


1,945 


£ 

200,400 

14,000 

56,140 


70,140 


£ 

230,000 

19,600 

93,100 


112,700 


£ 

1,434,400 


£ 

2,010,030 


256,035 


96,250 


135,000 

432,500 


297,500 

90,000 


387,500 


526,250 


*£526,250 


168,285 


130,260 


117,300 


1,434,400 


(incorpor- 
ating C.) 
f48,720 
957,000 


1,005,720 

158,092 


847,628 


Total 


35.307 

40,020 

19,886 


£15,173 


30,600 


30,600 

86,700 


738,820 

334,792 


56,100 


1,224,500 


250.000 

750.000 

215.000 


10,2001 


£ 10,200 


-1,215,000 
19,400 

25,373 


2,484,273 

526,250 


1,958,023 

10,000 


1,948,023 

210,000 


£2,158,023 


1,753,995 


404,028 

£2,158,023 


Directors of the Holding Company have decided to make full provision in the 
course, they are not legally required to do so. 

of Subsidiary B. in for* of premiums paid on purchases of shares of Sub-sub- 
on purchase of the Holding Companv’s Debenture Stock (/5.000L 
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DETAILED CONSOLIDATED BALANCE 
(Including the Balance Sheets of Subsidiaries A and B and of Sub-subsidiary 

30th November 


Share Capital — 

Authorised : 

^1,600,000 in Shares of £\ each 
Issued : 

Ordinary Shares of £i each 
5 per cent. Cumulative Preference Shares of ^1 
each 


Less : Ordinary Shares held by Subsidiary B. 

5 per cent. First Mortgage Debenture Stock 
(Redeemable 1950 — secured by a first floating 
charge on the Holding Company's Assets) 

Less : Held by Subsidiary B. . . 

Subsidiary and Sub-subsidiary Companies 
(Capital held by Outside Shareholders) 

Ordinary Shares — 

Subsidiary A : 

50.000 Shares of ^1 each . . ^50,000 
Subsidiary B : 

100 Shares of ^10 each . . . . 1,000 

Subsidiary D : 

19,600 Shares of £1 each . . 19,600 

Preference Shares — 

Subsidiary A : 

25.000 5 per cent. Cumulative 

Preference Shares of /I each . . 25,000 

Sub* subsidiary C: 

1,400 10 per cent. Preference 
Shares of ^10 each . . . . 14,000 


Debentures of Subsidiaries and 
Sub-subsidiary Company — 

Subsidiary A : 

5 per cent. First Mortgage Deben- 
ture Stock . . . . . . 250,000 

Sub-subsidiary C : 

4J per cent. First Mortgage De- 
bentures . . . . . 210,000 

460,000 

Less : Held by Holding Co. 460,000 


1,000,000 

600,000 


1,600,000 

80,000 


720,000 

25,000 


70,600 


39,000 


109,600 


£ 

1,600,000 


1,520,000 


695,000 


109,600 
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SHEET TO SHOW WORKINGS, 31st December 1934 


C. as at 3 1st December 1934 and the Balance Sheet of Subsidiary D. as at 
19331, 


Goodwill (at Cost) — 

Holding Company . . . . . . . . . . 150,000 

Subsidiary A. . . . . . . . . . . 150,000 

Add : Excess of Cost of Shares of Subsidiary 
Companies over their Nominal Value, viz. : — 

Subsidiary B. Cost . .£1,305,000 
Less : Dividend (see 
Capital Reserve 
per contra) .. 174,000 


1,131,000 
Nominal 174,000 

957,000 

Sub-subsidiary C. Cost 60,000 
Nominal 26,000 

34,000 

Subsidiary D. Cost . . 51,000 

Nominal 20,400 

30,600 

Excess of Cost of Shares of 
Holding Company over 
their Nominal Value, viz. 

Subsidiary B. Cost . . 100,000 

Nominal 80,000 


20,000 

Less : Discount on 
Debenture Stock 
of Holding Co. 
purchased by Sub- 
sidiary B. . . 5,000 

15,000 


Deduct : Excess of Nominal 
Values over Cost, viz. : — 

Subsidiary A. 

Ordinary Shares — 

Nominal 450,000 

Cost . . £150,000 
Less: Pre- 
mium on 
Shares 

issued 120,000 

30,000 

420,000 

Preference Shares — 

Nominal . . 25,000 

Cost .. .. 12,500 

12,500 


Note. — In the published account the Capital 
Reserve per contra would be deducted from the 
above total. 


1,036,600 


1,336,600 


432,500 

904,100 



jfQfu mo 


Forward 



HOLDING COMPANY AND ITS SUBSIDIARY UNDER 


Forward 

Proportion of Reserves and Profit and Loss 
Balances of Subsidiary and Sub-subsidiary 
Companies due to Outside Shareholders: 
Subsidiary A. 

Preference Shareholders' Arrears of 
Preference Dividend 
Ordinary Shareholders — 

Capital Reserve (see below) . . £10,000 
Profit & Loss (see contra) (Share of 
Loss taken up by Holding Co.) — 


[£2,324,600 


1,250 


10,000 


Subsidiary B. 


Reserve (see below) . . 

114 

Capital Reserve (see below) 

908 

Profit & Loss (see contra) . . 

Profit & Loss Sub-subsidiary C. (see 

201 

contra) 

2 

Sub-subsidiary C. 


Capital Reserve (see below) 

56,000 

Profit and Loss (see contra) 

140 

Subsidiary D. 


Capital Reserve (see below) 

83,300 

Profit & Loss (see contra) . . 

9,800 


1,225 

56,140 

93,100 


161,715 


Capital Reserve— 

Representing proportion of Reserves and Profit 
and Loss Balances of Subsidiary and Sub- 
subsidiary Companies at date of their acquisi- 
tion, viz. : 

Subsidiary A. 

Reserve . . . . . . , . 80,000 

Profit and Loss . . . . . . 20,000 


100,000 

Less : Proportion applicable to 
Outside Shareholders viz. : 


50.000 

500.000 


.. 10,000 


Forward 


90,000 

£90,000 


[£2,486,315 
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TAKINGS— CONSOLIDATED BALANCE SHEET(cont.) 


Forward 

Freehold and Leasehold Land and Buildings 
(at Cost, less Amounts written off) — 

Holding Company 
Subsidiary A. 

Subsidiary B. 

Sub-subsidiary C. 

Subsidiary D. 

Plant, Machinery, Fixtures, Fittings, &c. 
(at Cost, less Depreciation) — 

Holding Company 
Subsidiary A. 

Subsidiary B. 

Sub-subsidiary C. 

Subsidiary D. 

Stock in Trade — as Valued by Officials — 

Holding Company 

Subsidiary A. . . . . £315,000 

Less : Inter-Company Profit, viz. : 

174 

~ of £40,250 40,020 

175 

Subsidiary B. 

Sub-subsidiary C. . . 

Subsidiary D. 

Sundry Debtors — 

Holding Company . . . . . . 877,900 

Less : Subsidiary A. . . £750,000 

Subsidiary B. Final Divid. 17,400 
Subsidiary B. Current A/c 2,000 

769,400 


Subsidiary A. . . . . . . . . 174,000 

Less : Sub-subsidiary C. . . . . 2,500 


Subsidiary B. . . . . . . . . 215,500 

Less : Subsidiary A. . . 101,000 

Sub-subsidiary C. Final 
Dividend .. 18,200 

119,200 


Sub-subsidiary C. 

Less : Subsidiary B. 


. . 220,000 

. . 1,000 


Subsidiary D. . . . . . . . . 55,000 

Less : Holding Company . . . . 10,000 


£904,100 


100,000 

500.000 

150.000 
50,000 



800,000 


260,000 

670.000 

265.000 

130.000 

140.000 

1,465,000 


25,000 


274,980 

202,750 

150.000 

130.000 

782,730 


108,500 


171,500 


96,300 


219,000 


45,000 

640,300 



Forward . . £4,592,130 
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HOLDING COMPANY AND ITS SUBSIDIARY UNDER 


Forward . . 

Subsidiary B. 

Reserve . . . • . . . . . • £30,000 

Profit Sc Loss (after deducting Divid. 

£175,000 see contra) . . . . 25,000 

Surplus of Sub-subsidiary C. (as below) 104,000 


Less : Proportion applicable to Out- 
side Shareholders, viz. : ^ qqq 

175,000 


159,000 

908 


Sub-subsidiary C. 

Reserve . . . . . . . . . . 40,000 

Profit and Loss . . . . . . . . 120,000 


160,000 

Less : Proportion applicable to Out- 
side Preference Shareholders, viz. : 


14.000 

40.000 


.. 56,000 


Balance applicable to Ordinary Share- 
holders Subsidiary B., viz. : 


26,000 

40,000 


carried above 


. . 104,000 


Subsidiary D. 

Reserve 

Less : Proportion applicable to Out- 
side Shareholders, viz. : ^9 600 

40^000 


170,000 

83,300 


Notes : — 

(1) Any increase or decrease arising on revalua- 
tion of properties made at the time the con- 
cerns were acquired would, if brought into the 
Balance Sheet, be added to or deducted from 
the above Capital Reserves and the Assets 
adjusted accordingly. 

(2) In the published accounts the total of Capital 
Reserve would be deducted from Goodwill per 
contra. 


£90,000 |£2,486,315 


158,092 


86,700 

334,792 


Forward , . £2,821,107 


Note : As the Holding Company is financing Subsidiary A. it decides to 
decided properly regard losses to the amount of the outside ordinary share 
Holding Company, (See page 132.) 
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TAKINGS— CONSOLIDATED BALANCE SHEET ( cont .) 


Forward . . 

Bills Receivable — 

Holding Company 
Subsidiary A. 


Less : Subsidiary A. Bills Payable 

Investments at Cost — 

Holding Company . . . . £1,944,500 

Subsidiary B. . - . . . . 180,000 

Less : Subsidiary Cos. &c. Total 1,804,500 
Sub. B.’s Inter-Co. Holdings 180,000 


Cash at Bank and in Hand — 
Holding Company 
Subsidiary A. 

Subsidiary B. 

Sub-subsidiary C. . . 
Subsidiary D. 


505,000 

20,000 


Profit and Loss Account Balances — 
Holding Company — Profit 
Subsidiary A. — Loss 
A dd : Balance at date of purchase 
transferred to Capital Reserve 


|£4,592,130 


215,000 

25,000 


240.000 

215.000 


25,000 


2,124,500 


1,984,500 


140,000 


46.000 
7,000 

28.500 

11.500 

15.000 


108,000 


479,000 


525,000 

Arrears of Cumulative Preference 
Dividend due to Outside Pref. 
Shareholders 


25.000 

50.000 


X 2,500 . . 


Subsidiary B. — Profit 

Less : Balance at date of pur- 
chase transferred to Capital 
Reserve . . . . 25,000 

Final Dividend (since paid) 17,500 


1,250 

77,750 


42,500 


526,250 


35,250 


Forward £ 35,250 


£47,250 £4,865,130 


take up the whole of the losses of that subsidiary although it could if it so 
holders" capital and their proportion of the reserve as not falling upon the 
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HOLDING COMPANY AND ITS SUBSIDIARY UNDER 



Forward . . 


£2,821,107 

Loans from Bankers — 





Subsidiary B. 




600,000 

Sundry Trade Creditors and Provisions for 



Accruing Expenses and Taxation- 

— 



Holding Company . . 


£319,400 



Less : To Subsidiary D. . . 


30,000 




- 


309,400 


Subsidiary A, 


1,141,000 



Less : To Holding Co. . . 

£750,000 




To Subsidiary B. . . 

101,000 






851,000 






290,000 


Subsidiary B. 

139,000 




Less : To Sub-subsidiary 





C. . . £1,000 




: 

To Holding 





Co. . . 2,000 






3,000 



1 



136,000 



Final Dividend . . 

17,500 



1 

Less : Received by Hold- 





ing Co. 

17,400 






100 






136,100 


Sub-subsidiary C. . . 

131,500 




Less : To Subsidiary A. . . 

2,500 






129,000 



Final Dividend . . 

19,600 




Less : Received by Sub- 





sidiary B. 

18,200 






1,400 






130,400 


Subsidiary D. 



110,000 






975,900 

Bills Payable — 





Subsidiary A. 

. , 


325,000 


Less ; Held by Holding Co. 

. . 


215,000 






110,000 

Reserves — 





Subsidiary A. 


80,000 



Less : Balance of Reserve when 




Interest in Company was pur- 




chased transferred to Capital 




Reserve 

* • 

80,000 





Forward 

. . 

£4,507,007 



TAKINGS— CONSOLIDATED BALANCESHEET (cont.) 


Forward . . 

Less : Proportion applicable to 
Outside Shareholders, viz. : — 

£35,250 

£47,250 

£4,865,130 

1 

175 

201 



Add : Sub-subsidiary C. as below 

35,049 

258 

35,307 


Inter Company Profit on Stocks on 
Hand in Subsidiary A. now 
written back, viz. : — 



174 

jif 5 X £40,250 


40,020 

' 

Sub-subsidiary C. — Profit 

Less : Balance at date of purchase 
transferred to Capital Res. £120,000 
Final Dividends (since 
paid) 19,600 

140,000 

139,600 






Less : Proportion applicable to 
Preference Shareholders, viz. : — 

400 



14 

40 

140 



Less : Proportion applicable to 
Outside Shareholders, viz. : — 

260 



1 

175 

2 




258 



Subsidiary D. — Profit 

Less ; Proportion applicable to 
Outside Shareholders, viz. : — 

20,000 



196 

400 

9,800 

10,200 





Deduct : Reserves Subsidiary B. (per contra) 

41,763 

19,886 

21,877 





Forward . . 


. . [^4,887,007 
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HOLDING COMPANY AND ITS SUBSIDIARY UNDER 


Forward . . 

Subsidiary B. . . 

Less : Balance of Reserve when In- 

^50.000 

terest in Company was purchased 
transferred to Capital Reserve . . 

30,000 


20,000 

Less : Proportion applicable to Out- 
side Shareholders, viz. : — 


1 

175 

114 

Sub-subsidiary C. 

Less : Balance of Reserve when In- 

40,000 

terest in Company was purchased 
transferred to Capital Reserve . . 

40,000 


| ,£4, 507,007 


19,886 


Subsidiary D. . . . . . . . . 170,000 

Less : Balance of Reserve when In- 
terest in Company was purchased 
transferred to Capital Reserve . . 170,000 


Transferred to Profit and Loss Account (per contra) 
Holding Company . . 

Less : Premium on Shares deducted from 
Goodwill (per contra) 

Contingent Liabilities — 

Subsidiary A. 

Bills under Discount 

Forward Contracts 

Holding Company : 

Bills under Discount .. .. ^110,000’ 

Guarantee of Debentures in Sub. A. 250,000 
Guarantee of Loan in Sub. B. . . 600,000 

Guarantee of Preference Capital and r 

Dividends of Sub-subsidiary : 

^14,000 at 10 per cent, per annum 


^19,886 

500.000 

120.000 


^312,000 

^150,000 


Not re- 
quired as 
now shown 
under 
liabilities 
above 


380,000 
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TAKINGS-CONSOLIDATED BALANCE SHEET (cont.) 


9,800 


10,200 


Forward 

Or thus : — 

Balance of Profit at Commencement of Year : 
Holding Company . . £2,500 

Subsidiary D. . . £ 20,000 

Less : Proportion ap- 
plicable to Outside 
Shareholders, viz. : 

196 
400 

Losses for year, viz. : 

Holding Company 

Profit .. .. 476,500 

Less : Dividends of 
Subsidiary Cos. . . 669,900 

Subsidiary A.: 

Loss . . £525,000 
Pref. Divid. due 
to Outside 
Shareholders 1,250 


12,700 


• 193,400 


Profits for year, viz. : 

Subsidiary B. 729,000 

Less : Propor- 
tion accruing 
to Outside 
Shareholders 
1/1 75th .. 4,165 

Profit on 
Stocks held 
by Sub. A. 
written back 40,020 


526,250 
Loss 719,650 


> ub-sub. C. . . 
Less : Final 
Dividends 
Proport’n ac- 
cruing to Pref. 
Shareholders 

Proportion 
accruing to 
Outside Share- 
holders of 
Sub. B. viz. : 

1 /175th .. 


4 ii 18 - 684,815 

20,000 


19,600 


140 
19,740 


19,742 


258 


- 685,073 


Net Loss for Year 
Balance as above 


34,577 

/21,877 


1/4,887,007 


1/4,887,007 
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HOLDING COMPANY AND ITS 

CONSOLIDATED PROFIT AND LOSS ACCOUNT 


To Depreciation — 

Holding Company 
Subsidiary A. 

Subsidiary B. 

Sub-subsidiary C. 

,, Directors’ Fees 
Holding Company 
Subsidiary A. 

Subsidiary B. 

Sub-subsidiary C, 

,, Income Tax — 

Holding Company 
Subsidiary B. 

Sub-subsidiary C. 

,, Debenture Interest — 

On Holding Company’s Debenture 
Stock held by Outside Interests 
,, Inter-Company Interest Charges — 
Debenture Interest : 

Holding Company 
Subsidiary A. . . 

Sub-Subsidiary C 

Loan Interest payable by Sub- 
sidiary A : 

Holding Company 
Subsidiary B. 


Less . — Credits — 
Holding Company : 
Subsidiary A. 
Sub- subsidiary C. 


£ 


£ 


15.000 

90.000 

32.500 

17.500 


155,000 


2,850 

1,000 

300 

200 


4,350 


5.000 
193,000 

7.000 


205,000 


34,750 


£1,250 

12,500 

9,450 


23,200 


44,650 

10,000 

54,650 


77,850 


57,150 

9,450 


66,600 

Subsidiary B : 

Holding Company De- 
bentures .. £1,250 

Subsidiary A. . . 10,000 

11,250 


„ Balance Carried Down 


77,850 


2,380 

£401,480 



SUBSIDIARY UNDERTAKINGS 

FOR THE YEAR ENDED 31st December, 1934 


By Profits on Trading Before Charging De- 
preciation and Directors’ Fees — 

Subsidiary B . . 

Sub-subsidiary C 


£ 

925,350 

54,150 


Less . — Losses on Trading : 
Holding Company 
Subsidiary A 

Inter-Company Profit on Stocks 


171,150 

366,850 

40,020 


*95 

£ 

979,500 

578,020 

401,480 


£401, 480 
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HOLDING COMPANY AND ITS 


CONSOLIDATED PROFIT AND 


To Proportion of Profits of Subsidiary and Sub- 
Subsidiary Companies Applicable to Out- 
side Shareholders — 

£ 

1 £ 

Subsidiary B : 

T foth of £729,000 . . 

£4,165 



x ^tiiof £260, being Subsidiary 
B’s proportion of undistributed 
profits of Sub-subsidiary C 

2 

4,167 

1,540 


Sub-subsidiary C — 

Preference Dividend 

Premium on Preference Shares 
under winding up provisions 

1,400 

140 





Add l , — Provision for Arrears of Preference 
Dividend in Subsidiary A . . 

5,707 

1,250 

6,957 







£6,957 

To Net Loss for Year Brought down 
„ Preference Dividend 



4,577 

30,000 




£34,577 



SUBSIDIARY UNDERTAKINGS 

LOSS ACCOUNT {continued) 


19 7 


By Balance Brought Down 
,, Net Loss for Year Carried Down 


By Balance Brought Forward from Last Year — 
Holding Company 
Subsidiary D 


Less . — Proportion of Subsidiary D balance 
applicable to Outside Shareholders 

Balance as per Balance Sheet 



£6,957 


2,500 

20,000 

22,500 

9,800 

12,700 

21,877 


£34,577 





APPENDIX II 


Examples of Published Accounts 
The following examples of published Accounts submitted 
to members of companies are printed here (without any 
comment) so that readers may see for themselves some forms 
actually adopted in practice. 

British Companies — page 

Aerated Bread Co., Ltd. . . . . . . . . 200 

Commercial Union Assurance Co., Ltd. . . . . 206 

Dunlop Rubber Company Ltd. . . . . . . 217 

Imperial Chemical Industries, Ltd. . . . . . . 224 

J. & J. Colman, Ltd. . . . . . . . . . . 230 

Midland Bank, Ltd. . . . . . . . . . . 234 

The Imperial Tobacco Co. (of Great Britain and 

Ireland), Ltd. . . . . . . . . . . 248 

The Wall Paper Manufacturers, Ltd. . . . . 254 

The Westinghouse Brake & Saxby Signal Co., Ltd. 258 

Unilever, Ltd. . . . . . . . . . . . . 263 

Wiggins Teape & Co. (1919) Ltd . . 271 

American and Canadian Companies — 

Aluminium Limited . . . . 282 

American Telephone and Telegraph Company . . 287 

Imperial Oil Limited . . . . . . . . . . 299 

International Harvester Company . . . . . . 304 

The International Nickel Company of Canada, Limited 310 
The National Cash Register Company . . . . 3x6 

United States Steel Corporation . . . . . . 320 

European Companies — 

Aktiebolaget Elektrolux, Stockholm 334 

Aktiebolaget Svenska Kullagerfabriken (Swedish Ball 
Bearing Co.) 341 
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AERATED BREAD 

BALANCE SHEET 


£ 


Liabilities 

1933 £ s d £ 

s d £ s d Capital Account — 

Authorised ; 

750,000 0 0 750,00061% Cumulative Pref- 
erence Shares of £1 each . . 750,000 0 0 

1,500,000 0 0 1,500 000 Ordinary Shares of 

£1 each 1,500,000 0 0 


d 


2.250.000 0 0 2,250,000 0 0 

Issued : 

500,000 0 0 698,400 61% Cumulative 

Preference Shares of £1 
each, fully paid . . 698,400 0 0 

1.250.000 0 0 1,282,000 Ordinary Shares 

of £1 each, fully paid . . 1,282,000 0 0 

1,150,000 0 0 1,980,400 0 0 

109,000 0 0 Mortgages — Including Interest 

Accrued to date .. .. 423,200 10 11 


2,744 8 3 

145,098 15 8 

116,080 11 6 

263,923 15 5 

510 12 11 

37.000 0 0 

50.000 0 0 


Creditors — 

Amounts due to Subsidiary 
Companies 

Trade Creditors and Credit 

Balances 

Provision for Income Tax . . 

Unclaimed Dividends 
Staff Pension Fund — 

Specifically invested as per 

contra 

General Reserve 
Deduct amount appropriated 
in connection with amalga- 
mation with Associated 
Company 


3,419 17 8 

151,429 12 11 
139,785 17 2 

294,635 7 9 

534 15 7 


37,000 0 0 

80,000 0 0 


29,836 17 11 

50,163 2 1 


Profit and Loss Account — 
Balance as per last Balance 
Sheet 

Deduct — Appropriations in 
1933 : — 

For General 
Reserve . . £30,000 
For Ordinary 
Dividend . . 46,875 


118,054 18 3 


76,875 0 0 


10,393 19 3 
102,035 19 0 

142,429 18 3 
24,375 0 0 

118,051 18 3 


Leaving Balance brought 
forward from 1933 . . 41,179 18 3 

Add Profit for year ended 
29th September, 1934 .. 111,514 2 8 


152,694 0 11 

Deduct Preference Dividend 

less tax 24,781 5 0 

127,912 15 11 


£2,628,519 6 7 


£2,913,846 12 3 


To the Members of Aerated Bread Company, Limited— 


AUDITORS’ 

In accordance with Section 134 of the Companies Act, 1929, we beg to report that we have audited 
We have obtained all the information and explanations we have required. In our opinion such Balance 
according to the best of our information and the explanations given us, and as shown by the Books of the 

Palmerston House, Old Broad Street, E.C.2. 

29fft November, 1934. 



COMPANY LIMITED 

at 29th September 1934 
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Assets 

1933 

£ s d £ s d £sd£sd 

Freehold and Leasehold 
Property — • 

Valuation, 1928, plus Addi- 
tions at Cost, less Sales 
and Depreciation as per 

1,062,555 10 9 last Balance Sheet . . 1,581,292 18 6 

20,354 17 4 Less Depreciation .. 21,460 7 8 


1,581,292 18 


1,042,200 13 5 1,559,832 10 10 

Add Additions at Cost, 

539,092 5 1 less Sales .. .. 125,235 10 4 


Plant & Machinery, Fixtures, 

Fittings, Depot Equipment 
& Motor Vans — 

Valuation, 1928, plus Addi- 
tions at Cost, less Sales 
and Depreciation as per 

492,574 12 8 last Balance Sheet . . 558,285 0 9 

37,158 15 7 Less Depreciation . . 39,392 10 4 


1,685,068 1 


2 


558,285 0 9- 
61,461 3 0 

33,526 7 4- 

254,577 2 7 


102,376 14 5- 
37,000 0 0 


455,415 17 1 518,892 10 5 

Add Additions at Cost, 

102,869 3 8 less Sales . . . . 83,371 18 2 


Stocks and Stores on Hand — 
As certified by the Officers of 
the Company 

Debtors and Prepayments — 
Advances to and amounts due 


9,975 2 8 from Subsidiary Companies 21,599 18 9 
23,551 4 8 Trade and other Debtors . . 27,337 18 1 


Investments — 

In Shares of Subsidiary Com- 
panies at Cost . . .. 194,182 19 0 

In Marketable Securities at 
cost . . . . . . 124,065 14 7 


(These include Shares in 

certain leading Insur- 
ance Companies on 
which there is a contin- 
gent liability of £8,160 
in respect of uncalled 
Capital). 

Cash — 

96,152 12 10 At Bank 145,417 10 6 

6,224 1 7 In Hand 7,611 6 8 


Staff Pension Fund — 

Investments at or under Cost 


602,264 8 7 
69,298 14 11 

48,937 16 10 

318,248 13 7 


153,028 17 2 
37,000 0 0 


GREENWOOD 
A. DAVIDSON 


} 


Directors. 


£ 2,628,519 6 7 


£2,913,846 12 3 


REPORT 

the Balance Sheet of Aerated Bread Company, Limited, as at 29th September, 1934, as above set forth- 
Sheeft is properly drawn up so as to exhibit a true and correct view of the state of the Company’s affairs 
Company. 


GIBSON HARRIS, PRINCE & CO., 

Chartered Accountants . 
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AERATED BREAD 

PROFIT AND LOSS ACCOUNT for the 


Dr. 


1933 

£ s d 
3,333 6 8 
46,000 0 0 
57,513 12 11 
5,000 15 0 

102,035 19 0 


To Directors’ Fees 
,, Provision for Income Tan 
„ Depreciation. . 

„ Cost of Increase in Authorised 
Capital 

,, Balance carried to Balance Sheet . . 


£ s d 
2,714 19 7 
47,000 0 0 
60,852 18 0 


111,514 2 8 


&213, 883 13 7 


£222,082 0 3 


Note. — The amount paid to, or due to, 
Directors of Aerated Bread Company, 
Limited, by way of Directors’ Fees from 
Subsidiary Companies, for the year ended 
(£2,289 6s. 3d.) 29th September, 1934 is £1,357 10s. Od. 


STATEMENT RE SUB 

In the above Accounts, profits of Subsidiary Companies have been included 
provision has been made for a loss sustained during the year by a Subsidiary 
taken into account in the purchase consideration payable under the Amalga 
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COMPANY LIMITED (cont.) 

Year ended 29th September 1934 Cr . 


1933 

£ s d 


208,132 14 2 

5,461 5 11 
289 13 6 


By Balance from Trading Account, 
after charging all expenses and 
contingencies 

Interest and Dividends Re- 
ceivable 

,, Transfer Fees 


£ s d 

213,338 2 2 

8,485 1 7 

258 16 6 


£213,883 13 7 


£222,082 0 3 


SIDIARY COMPANIES 

only to the extent of the dividends declared and received or receivable ; no 
Company in process of being amalgamated with this Company as all losses were 
mation Agreement. 

GREENWOOD 1 

> Directors. 

A. DAVIDSON J 
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STATEMENT OF THE COMBINED 

OF 

SUBSIDIARY 

OF 

AERATED BREAD 


AS AX 29th 

as shown by the Audited Balance Sheets of those Companies after eliminating 

paid or declared 


1933 

£ 

s 

d 

Liabilities 

£ 

s 

d 

158,500 

0 

0 

Mortgages and Loans 

157,000 

0 

0 

57,002 

16 

8 

Bank Overdraft 

60,483 

2 

4 

97,481 

7 

2 

Sundry Creditors, including provision for 
Income Tax and Dividends declared 

109,422 

1 

1 

449,012 

5 

9 

Balance 

420,425 

16 

6 



Divisible as follows : — 





Proportion attribut- 
able to Shares not 
held by Aerated 
Bread Company 
Limited .. £51,392 8 I 

Proportion attribut- 
able to Aerated 
Bread Company 
Limited as Re- 
serve in respect 
of Subsidiary Com- 
pany in process of 
amalgamation with 
Aerated Bread 

Company Limited 100,527 3 5 
Proportion attribut- 
able to Shares held 
by Aerated Bread 
Company Limited. 268,506 5 0 


£420,425 16 6 


£ 761,996 9 7 £747,330 19 11 


To the Members of Aerated Bread Company, Limited. 

We have examined the above Statement combining the Assets and Liabilities 
the Balance Sheets of those Companies as at 29th September, 1934, which have 
one exception we are either joint or sole Auditors. In our opinion the above 
Companies regarded as a single undertaking as disclosed by the Audited 
all intangible Assets, and after making provision for all dividends, paid or 
Palmerston House, 

Old Broad Street, 

London, E.C.2. 

29 th November, T934. 
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ASSETS AND LIABILITIES 

THE 

COMPANIES 


COMPANY, LIMITED 


September 1934 

Goodwill and all intangible Assets and after making provision for all Dividends 
for the year 

1933 Assets. — 


& s d £ s d 

478,298 19 6 Freehold and Leasehold Property .. 460,423 1 1 

208,544 15 1 Plant, Equipment, Furniture and 

Fittings 200,690 19 7 

42,905 15 5 Stock . . . . . . . . . . 40,024 0 5 

941 12 2 Investments at Cost . . . . . . *901 2 2 

3,920 0 0 Sinking Fund Policy Premium (surrender 

value £4,499 5s. Od.) . . . . 4,480 0 0 

19,718 19 2 Sundry Debtors .. .. .. .. 29,301 0 11 

2,958 11 11 Cash at Bank 4,942 15 11 

4,707 16 4 Cash in Hand . . . . . . . . 6,567 19 10 


£ 761,996 9 7 £747,330 19 11 


of the Subsidiary Companies of Aerated Bread Company, Limited, as shown by 
been audited by the Auditors of the Subsidiary Companies to all of which with 
Statement has been correctly prepared to show the position of the Subsidiary 
Balance Sheets of those Companies after eliminating therefrom Goodwill and 
declared, for the year. 

GIBSON HARRIS, PRINCE & CO. 

Chartered Accountants 
Auditors of Aerated Bread Company, Ltd 
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CONSOLIDATED BALANCE SHEET OF THE COMMERCIAL 
AND ITS SUBSIDIARY COMPANIES 

Liabilities £ s d £ s d 

Capital — • 

Authorised : ^3,750,000 

Subscribed : Stock fully paid . . 3,540,000 0 0 

General Reserve Fund .. 3,962,052 9 11 

Less Written off Cost of Businesses 

acquired Account per contra .. 100,000 0 0 

3,862,052 9 11 

Guarantee and Pension Fund . • 562,090 10 4 

Profit and Loss Account . . . . 584,063 6 4 

Stockholders' proportion of Life Profits 

Account . . . . . . • . 106,348 4 0 

Stockholders' proportion of Union Life 

Fund Profits Account . . . . 15,000 0 0 

Hand-in-Hand Fund Profits Account 110,000 0 0 

Leasehold Redemption Fund Profits 
Account . . . . . . . . 9,600 0 0 

1,387,102 0 8 

Fire Insurance Fund .. .. .. 6,875,753 2 4 

Marine Insurance Fund . . . . 1,160,455 12 3 

Accident Insurance Fund . . . . 5,450,777 14 6 

13,486,986 9 1 

Leasehold Redemption and Sinking 

Fund Account .. .. .. 894,978 16 4 

“ Union” 4% Debenture Stock, due 

1st January, 1947 . . . . . . 467,431 0 0 

“ West of Scotland " 5% Debenture 
Stock, due 1st January, 1954* .. 429,280 0 0 

“British General" 4% Debenture 
Stock, due 1st April, 1957* .. .. 573,173 0 0 

*Or redeemable earlier at the 1,469,884 0 0 

option of the Company. 

Claims admitted or intimated, but not 
paid, less amounts recoverable under 
reinsurances : — 

Fire 607,663 18 8 

Marine 173,208 8 4 

Accident . . . . . . . . 3,293,999 4 1 

4,074,871 11 1 

Amounts due to Agents and others and 
Exchange Reserve . . . . . . 988,836 13 5 

Amounts due to other Companies for 
Reinsurances and Losses . . . . 664,553 10 9 

Amount due to Union Life Fund .. 30,975 0 4 

Bills Payable .. .. .. .. 4,010 0 0 

Unclaimed Dividends and Interest in- 
cluding Interest accrued on Deben- 
ture Stocks . . . . . . . . 12,945 1 8 

1,701,320 6“ 2 


Forward . ,^30,417,195 13 3 



COMPANY LIMITED 20; 

UNION ASSURANCE COMPANY LIMITED 
AT 31st December 1934. 

Assets j 7 s d~i 7 s d 


Mortgages on Property within the 
United Kingdom 
Do. Property out of the 
United Kingdom 
Do. Rates raised under Acts 
of Parliament 
Loans upon Personal Security 

Investments — 

British Government Securities . . 
Municipal and County Securities — 
United Kingdom 

Indian and Colonial Government 



Securities 

Do. 

Provincial 


Securities 

Do. 

Municipal 


Securities 

Foreign Government Securities . . 


Do. Provincial Securities 

Do. Municipal Securities 

Railway and other Debentures and 
Debenture Stocks — Home and 

Foreign 

Railway and other Preference and 
Guaranteed Stocks and Shares 
Railway and other Ordinary 
Stocks and Shares 

Shares in partially-owned Subsidiary 
Companies at Cost, less amounts 
written off 

Freehold Premises at Home and Abroad 
partly occupied as Offices of the Com- 
panies and partly producing revenue 

Leasehold Premises do. do. 

Freehold Ground Rents, Feu Duties 
and Ground Annuals 

Cost of ' Businesses acquired less 
amounts previously written off 
Less further amount written off to 
General Reserve Fund per 
contra 

Branch, Agency and other Balances . . 

Amounts due by other Companies for 
Reinsurances and Losses 


264,434 10 4 

345,920 4 9 

17,824 3 7 

3,235 6 11 

631,414 5 7 

4,421,730 19 2 

946,696 19 2 

1,257,301 16 5 

72,648 11 4 

425,260 2 1 

3,035,848 18 3 

86,312 19 7 

810,590 11 11 


7,316,015 3 7 

1,303,048 3 7 

598,872 16 9 

20,274,327 1 10 


164,133 12 5 


2,243,463 5 8 
406,404 6 8 

65,421 15 4 

2,715,289 7 8 

385,778 8 6 


100,000 0 0 

285,778 8 6 

2,531,856 16 7 

555,599 16 4 


Forward .. ^3, 087, 456 12 11/24,070,942 16 0 
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COMMERCIAL UNION ASSURANCE 

CONSOLIDATED BALANCE SHEET as 




£ * d 

£ 

s 

d 

Forward 



30,417,195 

13 

3 

Life Department, as per separate Bal- 





ance Sheet, p. 11 .* 


23,034,633 

4 

11 

West of England Life Fund 

do.p. 13.* 


167,025 

5 

0 

Hand-in-Hand Fund . . 

do.p. 15.* 


1,449,956 

18 

2 

Union Life Fund 

do.p. 17.* 


1,568,906 

12 

1 

Liverpool Victoria Life Fund 

do.p. 19.* 


127,864 

8 

6 

Edinburgh Life Fund . . 

do.p. 21 .* 


3,455,446 

11 

11 

British General Life Fund 

do.p. 23.* 

! 

1,387,621 

1 

0 


Notes. — In addition to the above there are liabilities in 
connection with the fusion of the Hand-in-Hand 
Insurance Society and. for amounts uncalled on 
shares in Subsidiary Insurance Companies. 

Various securities are held in connection with 
Trust business and otherwise not set out in this 
Balance Sheet 


{*Not reproduced in this book). 


£ 


61,608,649 14 10 


We certify that — 

The Stock Exchange Securities comprised in the Life Funds are included 
at or below the figures to which they were adjusted at the last periodical valua- 
tions and subsequent purchases at or below cost. The values shown in each 
of the Balance Sheets are in the aggregate below the aggregate market values 
at 31st December 1934. 

The other Stock Exchange Securities, amounting to ^20,274,327 Is. 10d., 
are included at cost or under, which is below the aggregate market value at 
the 31st December 1934. In our belief the Assets set forth in the Balance 
Sheet are in the aggregate fully of the value stated therein. 

The fixed Assets are included at cost or under. 

Part of the Assets has been deposited under Local Laws in various places 
out of the United Kingdom as security for holders of Policies there issued. 

No part of any fund has been applied directly or indirectly for any purpose 
other than the class of business to which it is applicable. 


JAMES LEIGH-WOOD, 
C. D. SELIGMAN, 


} 


Directors. 


G. MUNRO KERR, Secretary . 


COOPER BROTHERS & CO., 
Chartered Accountants . 
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COMPANY LIMITED AND SUBSIDIARIES— (cont.) 


at 31st December 1934 {continued) 


Forward 

Amount due by Life Department 

Do. West of England Life 

Fund 

Do. Hand-in-Hand Fund 

Outstanding Premiums — 

Fire .. .. £15,369 8 4 

Marine .. 104,762 7 10 

Accident . . 365 14 11 


Outstanding Interest, Dividends and 
Rents due, but not received 
Bills Receivable 

Cash — On Deposit ..£952,696 3 9 

In hand and on 
Current A/c 1,990,162 16 5 


3,087,456 

2,069 

119 

165,000 


120,497 

19,665 

8,585 


2,942,859 


Life Department, as per separate Bal- 
ance Sheet, p. 11.* 
West of England Life Fund do. p. 13.* 
Hand-in-Hand Fund do. p. 15.* 

Union Life Fund do. p. 17.* 

Liverpool Victoria Life Fund do. p. 19.* 
Edinburgh Life Fund do. p. 21.* 

British General Life Fund do. p. 23.* 


s d £ s d 

12 11 24,070,942 16 0 
4 9 

4 10 
0 0 


11 1 

11 5 

12 1 


0 2 


6,346,252 

17 

3 

30,417,195 

13 

3 

23,034,633 

4 

11 

167,025 

5 

0 

1,449,956 

18 

2 

1,568,906 

12 

1 

127,864 

8 

6 

3,455,446 

11 

11 

1,387,621 

1 

0 

61,608,649 

14 

10 


We certify that the above Consolidated Balance Sheet has been prepared 
from the Balance Sheet of the Commercial Union Assurance Company Limited, 
upon which we have reported as Auditors and from the audited Balance 
Sheets of Insurance Companies owned by the Company which have been sub- 
mitted to us. 


COOPER BROTHERS & CO., 

Chartered Accountants . 


7 th May 1935. 
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COMMERCIAL UNION ASSURANCE 

STATUTORY BALANCE SHEET OF THE COMMERCIAL UNION 
Liabilities £ s cl £ s d 

Capital — 

Authorised : £3,750,000 

Subscribed : Stock fully paid .. 3,540,000 0 0 

General Reserve Fund .. .. .. 1,831,905 1 0 

Less Written off Shares in Sub- 
sidiary Companies per contra .. 100,000 0 0 

1,731,905 1 0 

Guarantee and Pension Fund . . . . 560,090 10 4 

Profit and Loss Account . . . . 584,063 6 4 

'Stockholders’ proportion of Life Profits 

Account . . . . . . . . 106,348 4 0 

Stockholders’ proportion of Union Life 

Fund Profits Account . . . . 15,000 0 0 

Hand-in-Hand Fund Profits Account .. 110,000 0 0 

Leasehold Redemption Fund Profits 
Account . . . . . . . . 9,600 0 0 

1,385,102 0 8 

Fire Insurance Fund .. .. .. 2,826,979 13 6 

Marine Insurance Fund . . . . 984,333 19 2 

Accident Insurance Fund . . . . 1,095,095 5 11 

4,906,408 18 7 

Leasehold Redemption and Sinking 

Fund Account . . . . . . 809,453 2 6 

" Union ” 4% Debenture Stock, due 1st 

January, 1947 . . . . . . 467,431 0 0 

“ West of Scotland ” 5% Debenture 
Stock, due 1st January, 1954* 429,280 0 0 

“ British General ” 4% Debenture 

Stock, due 1st April, 1957* .. .. 573,173 0 0 

*Or redeemable earlier at the option 

of the Company 1,469,884 0 0 

Claims admitted or intimated, but not 
paid, less amounts recoverable under 
reinsurances — 

Fire 246,717 8 9 

Marine 129,471 16 2 

Accident 468,015 1 1 

844,204 6 0 

Amounts due to Agents and others and 

Exchange Reserve . . . . . . 498,572 2 4 

Amounts owing to Subsidiary Cos. .. 17,246 17 6 

Amounts due to other Companies for 

Reinsurances and Losses .. .. 380,958 11 8 

Amount due to Union Life Fund . . 30,975 * 0 4 

Unclaimed Dividends and Interest in- 
cluding Interest accrued on Debenture 

Stocks 12,945 1 8 

940,697 1? 6 

Forward . . £ 16,627,655 2 3 
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COMPANY LIMITED— (cont.) 

ASSURANCE COMPANY LIMITED at 31st December 1934 

Assets £ s d £ s d 

Mortgages on Property within the 

United Kingdom .. 99,474 3 8 

Do. Property out of the 

United Kingdom . . 157,046 16 10 

Do. Rates raised under Acts 

of Parliament . . .. 17,824 3 7 

Loans upon Personal Security .. .. 1,785 6 11 

Investments — 276,130 11 0 

British Government Securities 1,167,556 6 7 

Muilicipal and County Securities — 

United Kingdom . . . . 347,773 16 6 

Indian and Colonial Government 

Securities . . 299,487 14 2 

Do. Municipal Se- 
curities .. 120,576 6 11 

Foreign Government Securities . . 813,536 8 8 

Do. Municipal Securities . . 245,220 16 2 

Railway and other Debent ares and 
Debenture Stocks — Home and 

Foreign 2,340,047 6 8 

Railway and other Preference and 
Guaranteed Stocks and Shares 588,706 5 1 

Railway and other Ordinary Stocks 

and Shares 185,797 17 2 

6,108,702 17 11 

Shares in Subsidiary Companies at 
Cost, less amounts previously written 

oh 4,480,097 16 0 

Less further amount written off to 
General Reserve Fund, per contra 100,000 0 0 

4,380,097 16 0 

Freehold Premises at Home and Abroad 
partly occupied as Offices of the Com- 
pany and partly producing revenue 1,360,804 18 6 

Leasehold Premises do. do. 94,044 0 6 

Freehold Ground Rents, Feu Duties 

and Ground Annuals . . . . . . 14,032 8 6 

1,468,881 7 6 

Branch, Agency and other Balances .. 827,558 4 5 

Amounts due by other Companies for 

Reinsurances and Losses .. .. 172,196 2 9 

Amount due by Life Department . . 2,069 4 9 

Do. West of England Life 

Fund .. .. 119 4 10 

Dp. Hand-in-FIand Fund 165,000 0 0 

Outstanding Premiums — 

Fire .. .. 14,395 16 11 

Marine .. .. 104,762 7 10 

Accident . . 198 14 3 

119,356 19 0 

Forward.. £ 1,286,299 15 9 12,233,812 12 5 



212 COMMERCIAL UNION ASSURANCE 

STATUTORY BALANCE SHEET 


£ s d 


Forward 

Life Department, as per separate Bal- 
ance Sheet, p. 11* 

West of England Life Fund do. p. 13* 

Hand-in-Hand Fund . . do. p. 15* 

Union Life Fund. . . . do. p. 17* 

Liverpool Victoria Life Fund do. p. 19* 

Edinburgh Life Fund . . do. p. 21* 

Notes. — In addition to the above there are liabilities 
in connection with the fusion of the Hand-in-Hand 
Insurance Society, and for contracts of Subsidiary 
Insurance Companies and for amounts uncalled on 
Shares in those Companies. 

Various securities are held in connection with 
Trust business and otherwise not set out in this 
Balance Sheet. 


£ 


£ s d 
15,627,655 2 3 

23,034,633 4 11 
167,025 5 0 
1,449,956 18 2 
1,568,906 12 1 
127,864 8 6 
3,455,446 11 11 


45,431,488 2 10 


(* Not reproduced in this book.) 



COMPANY LIMITED— (cont.) 

as at 31st December 1934 { continued ) 
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Forward 

Outstanding Interest, Dividends and 
Rents due, but not received 
Amounts owing by Subsidiary Com- 
panies (including Dividends for the 
year 1934) 

Bills Receivable 

Cash— On Deposit £559,008 13 4 
In hand and on 
Current A/c 881,517 0 0 


i s d 


1,286,299 

15 

9 

14,468 

14 

11 

648,573 

9 

5 

3,974 

16 

5 

1,440,525 

13 

4 


Life Department, as per separate Bal-j 

an T> 

West of England Life Fund do. p. 13* 
Hand-in-Hand Fund do. p. 15* 

Union Life Fund. . .. do. p. 17* 

Liverpool Victoria Life Fund do. p. 19* 
Edinburgh Life Fund . . do. p. 21* 


h s d 
12,-233,812 12 5 


3,393,842 

9 

10 

15,627,655 

2 

3 

23,034,633 

4 

11 

167,025 

5 

0 

1,449,956 

18 

2 

1,568,906 

12 

1 

127,864 

8 

6 

3,455,446 

11 

11 

£45,431,488 

2 

10 


We certify that — 

The Stock Exchange Securities comprised in the Life Funds are included 
at or below the figures to which they were adjusted at the last periodical 
valuations and subsequent purchases at or below cost. The values shown in 
each of the Balance Sheets are in the aggregate below the aggregate market 
values at 31st December 1934. 

The other Stock Exchange Securities, amounting to £6,108,702 17s. lid. 
are included at cost or under, which is below the aggregate market value at 
the 31st December 1934. In our belief the Assets set forth in the Balance Sheet 
are in the aggregate fully of the value stated therein. 

The fixed Assets are included at cost or under. 

Part of the Assets has been deposited under Local Laws in various places 
out of the United Kingdom as security for holders of Policies there issued. 

No part of any fund has been applied directly or indirectly for any purpose 
other than the class of business to which it is applicable. 

The Revenue Accounts and Profit and Loss Account include the transac- 
tions for the year of the wholly-owned Subsidiary Companies, and the Divi- 
dends receivable from the partially-owned Subsidiary Companies. All the 
Subsidiary Companies made a Profit. The Directors’ remuneration amounted 
to £20,074 10s. 6d. inclusive of fees paid by Subsidiary Companies. 

James Leigh-Wood, \ Direciors 
C. D. Seligman, ^ Directors . 

G. Munro Kerr, See tela * . 

Cooper Brothers & Co., \Auditors 

Chartered A ccountants f 

1th May 1935. 


For Auditors’ Report see over. 
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COMMERCIAL UNION ASSURANCE 

PROFIT AND 
1st January to 


Balance brought forward 

Interest, Dividends and Rents . . ^1,032,218 13 9 

Less Income Tax . . . . 211,388 1 1 


Transferred from Fire Account 

Transferred from Marine Account 

Transferred from Accident Account 

One-fifth of Stockholders' proportion of Life Profits . . 

do. Union Life Fund Profits 

Allocation from Hand-in-Hand Fund Profits 
One-third of Stockholders’ proportion of British 
General Life Fund Profits 
One-fifth of Leasehold Redemption Fund Profits 
Trusteeship and other Fees 


£ s d 


587,455 

12 

1 

820,830 

12 

8 

475,000 

0 

0 

150,000 

0 

0 

100,000 

0 

0 

35,449 

8 

0 

5,000 

0 

0 

45,000 

0 

0 

2,491 

9 

4 

4,800 

0 

0 

2,628 

10 

0 

£2,228,655 

12 

1 


Report of the Auditors to the Members of the Commercial 
Union Assurance Company Limited 


We have audited the Balance Sheet at 31st December 1934 with the Books 
at the Head Office and Returns from various Branches and Agents. 

We have verified : — 

(1) The Cash Balances and Securities and Deeds representing the 
Assets of the Company. 

(2) The Cash Balances and Securities and Deeds representing the 
Assets held by the Company on behalf of the Union Life Fund 
and the Liverpool Victoria Life Fund respectively. 

(3) The Securities and Deeds representing the sum of ^149,631 2s. 9d. 
held by the Company on behalf of the West of England Life Fund. 

Claims admitted or intimated but not paid have been certified by the 
Managers of the respective departments. 

The figures relating to the West of England Life Fund, the Hand-in-Hand 
Fund, and the Edinburgh Life Fund have not been examined by us but 
by the Auditors of those Funds who certify the same. 

We have obtained all the information and explanations we have required 
and in our opinion such Balance Sheet is properly drawn up so as to exhibit a 
true and correct view of the state of the Company’s affairs according to the 
best of our information and the explanations given to us and as shown by the 
Books of the Company. 


COOPER BROTHERS & CO., i_. Auditg ^ 


Chartered Accountants , 


:} 


nth May 1935 
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LOSS ACCOUNT 
31st December 1934. 
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Final dividend for year 1933, less 

Income Tax, paid May 1934 .. £582,82 3 12 9 

Interim dividend for year 1934, less 
Income Tax, paid November 1934 560,500 0 0 


Interest on Debenture Stocks paid and accrued less 
Income Tax 

Income Tax on Profits paid and provided 
Written off Freehold Premises 
Transferred to Guarantee and Pension Fund 
do. General Reserve Fund 
Balance carried forward 


£ s d 


1,143,323 

12 

9 

48,749 

12 

2 

162,519 

0 

10 

20,000 

0 

0 

20,000 

0 

0 

250,000 

0 

0 

584,063 

6 

4 


£2,228,655 12 1 


Other Documents Published with the Annual Accounts 
Printed above 

The following accounts are printed in the Directors' Report for the year 
1934 but on account of considerations of space are not reproduced here : — 

Departmental Balance Sheets as at 31st December 1934 — 

Life Department. 

West of England Life Fund. 

Hand-in-Hand Fund. 

Union Life Fund. 

Liverpool Victoria Life Fund. 

Edinburgh Life Fund. 

British General Life Fund. 

Departmental Revenue Accounts for the year 1934 — 

Fire Department. 

Marine Department. 

Accident Department. 

Leasehold Redemption and Sinking Fund. 

Life Department. 

West of England Life Fund, 

Hand-in-Hand Fund. 

Union Life Fund. 

Liverpool Victoria Life Fund . 

Edinburgh Life Fund. 

British General Life Fund. 
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1933 

£ 


2,255,973 

90,671 

2,346,644 

229,440 

41,618 

109,687 

13,554 

83,421 

477,720 


1,868,924 


70,882 

285,176 

356,058 


1,512,866 

442,208 

£ 1,955,074 


DUNLOP RUBBER COMPANY LIMITED 

STATEMENT OF PROFITS for the year 1934 


I. The Aggregate Profits of the Dunlop Rubber Co., Ltd., 
for the year 1934, including its proportion of the profits less 
losses of all Subsidiary and Sub-subsidiary Companies after 
providing for Depreciation, etc., but before providing for 
guaranteed Preference Dividends of Subsidiary Companies 


amount to 2,276,836 

II. In Addition, the Dunlop Rubber Company’s proportion of 
various items which do not represent normal earnings attri- 
butable to the current year, amounts to 9,183 

HI. Aggregate Total 2,285,519 

IV. From the Results of Subsidiary and Sub-subsidiary Com- 
panies Included Above there has been Deducted : — 

(a) The Dunlop Rubber Company’s proportion of British and 
Foreign Taxation paid by or provided in the accounts of 

such companies 167,895 

(< b ) The whole of the Guaranteed Preference Dividend of Dunlop 
Plantations Ltd., for the yearto 30th November, 1934, paid 
by that Company .. .. .. .. .. .. 116,250 

(c) The whole of the Guaranteed Preference Dividend of Dunlop 
Cotton Mills Ltd., for the year to 31st January, 1935, paid 

by that Company .. .. .. .. .. .. 113,344 

(d) The whole of the Guaranteed Preference Dividend of Dunlop 
Rubber Co. (India) Ltd., for the year to 31st December, 

1934, paid by that Company .. .. .. .. 13,559 

(e) The Dunlop Rubber Company’s proportion of special appro- 
priations and undistributed profits of the year held in reserve 47,932 

458,980 


V. Balance Available to the Dunlop Rubber Co., Ltd., as per 


that Company’s Profit and Loss Account (pages 8 & 9) * . . 1,826,539 

VI. Deduct : (a) Guaranteed Preference Dividends of Subsidiary 
Companies borne by the Dunlop Rubber Co., 

Ltd. : — 

Balance in respect of Dunlop Plantations, Ltd. .. 

(b) Interest on Debentures and Loans 138,852 

138,852 


VII. Leaving the net Profit as per the Dunlop Rubber Com- 
pany’s Profit and Loss Account (pages 8 and 9)* .. 1,687,687 

VIII. Add Balance brought forward from last year .. .. .. 578,415 


IX. Total Available £2, 266, 102 

Note : The 1934 profits made in Germany are not included in 
the above Statement. 


* Pages 220 and 221 in this book. 
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DUNLOP RUBBER 

BALANCE SHEET AS AT 


1933 

£ 


12,251,045 

1,124,843 

2,000,000 

643,260 

369 

578,415 



Authorised 

Issued 


Shares and 

Shares and 


Stock 

Stock 

l. Share Capital : — 

£ 

£ 

1,000,000 6£% “ A ” Cum. Pref. Shares 
of £1 each 

1,000,000 

1,000,000 

1,000,000 7% “ B” Cum. Pref. Shares 
of £1 each 

1,000 000 

1,000,000 

3,000,00010% “C” Cum. Pref. Shares 
of 16s. each 

2,400,000 

2,400,000 

£15,600,000 Ordinary Stock 

15,600,000 

7,851,045 

II. Surplus and Reserves : — 

(a) General Reserve (including balance 
of Share Premium Account) 

£20,000,000 

1,124,843 

(6) Special Reserve — against investments 
in and advances to Subsidiary Com- 
panies 


2,000,000 

(c) Reserves for Contingencies 

545,443 


Add Transfer trom Profit and Loss 
Account (page 8)* 

100,000 


(i d ) Dividend Equalisation Reserve 


645,443 

250,000 

(e) Reserve for Inter-Company Profits in 
Inventory Valuations of Subsidiary 
Companies 


46,998 

( f ) Surplus, i.e., Profit and Loss Account 
Balance after providing for proposed 
dividends as per Profit and Loss 
Account (pages 8 & 9)"* 


588,652 


4,346,887 


4,655,936 


16,597,932 


16,906,981 


284,750 

2,056,221 

2,340,971 


III. Debentures secured upon assets of the Company : — 

(a) First Mortgage 54% Debenture Stock £5,000,000 
Less Redeemed and cancelled to date . . 4,830,773 


( b ) 4% Debenture Stock (Authorised 


£3,500,000) 2,620,200 

Less Redeem ed and cancelled to date . . 60 


169,227 

2,620,140 


IV. Amounts Owing to Subsidiary and 
Associated Companies : — 

(Less Dividends since declared) 


(a) Subsidiary Companies . , . . . . . . 1,645,844 

Less Company’s own Debenture Stock 
included therein 11,028 


2,789,367 


1,462,515 1,634,816 

51,144 ( b ) Associated Companies 50,936 

1,513,659 1,685,752 

Forward .. .. £21,382,100 

~ * Pages 220 and 221 in this book. 
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COMPANY LIMITED 

31st December, 1934 


1933 

£ 

1,884,801 

401,043 

1,164,050 

145,187 

8,965 


640,564 


I. Fixed Assets at Cost, less Realisations and De- £ 
preciation : — 

(a) Freehold Land and Buildings 1,847,361 

(b) Leasehold Premises 385,543 

(c) Plant, Machinery, Tools and Moulds . . .. 1,017,503 

(d) Furniture, Fittings and Fixtures . . . . . . 143,824 

(e) Cars and Delivery Vans 10,760 

(/) Patents, Trade Marks, Licences and Royalty Agree- 
ments as valued by the Directors at 31st December, 

1926, plus additions at cost, less amounts written off 640,564 


4,244,610 


4,045,555 


II. Investments and Advances at Cost less amounts 
written off and Reserves 

Subsidiary Companies : 


4,932,478 (a) Shares 4,897,843 

196,593 (b) Debentures 199,740 

(c) Advances and Current Accounts (including 

6,686,425 dividends since declared) 7,373,609 

(In respect of this amount an allocation of 

11,815,496 £2, 000 , 000 to Special Reserve was made in 12,471,192 

1931, as per contra) 

Associated Companies: 

977,087 (d) Shares 1,011,848 

(<?) Advances and Current Accounts (including 
114,225 dividends since declared) 131,398 

Sundry Investments 

(/) In Hands of Trustees for Debenture Holders 
(Since released) 

7$, 823 British Government Securities at Cost . . 73,823 

(Market Value at 31st December, 1 934, 
f 85,477 ) 

15,442 Cash 15,397 

89,220 

18,323 (g) Trade Investments 9,472 


13,014,396 13,713,130 


III. Current Assets- — 

(a) Inventories of finished and unfinished goods, raw 
materials and stores, etc., at or below cost as certified 


1,868,590 by the Company’s Officials 2,961,025 

817,775 (5) Sundry Debtors, less Reserves 820,424 

26,133 ( c ) leasehold Redemption Policy at Surrender Value 28,349 

85,639 (d) Bills Receivable 80,110 

•> 

7,603 (e) British Government Securities at Ccst .. .. 436,786 

(Market Value at 31st December, 1934, £437, 625) 

2,805,740 Forward.. .. £4,326,694 17,758,685 



220 


DUNLOP RUBBER 

BALANCE SHEET as at 


Forward £21,382,100 

r V. Current Liabilities and Provisions £ 

(а) Sundry Creditors, including accrued Debenture and 

545,010 Mortgage Interest 654,793 

(б) Proposed Dividends : — 

Preference Dividends for hal f year to 3 1st December, 

145 312 1934, less Income Tax 145,313 

Ordinary Dividend for the year to 31st December, 

486,765 1934, less Income Tax 486,765 

583,500 ( c ) Taxation Reserve 676,000 


1,760,587 1,962,871 


£22,213,149 £23,344,971 


Report of the Auditors to the Members of the Dunlop Rubber Company, Limited. 

In accordance with the provisions of Section 134, sub-section 1, of the Companies Act, 1929, we report 
as follows : — 

We have audited the above Balance Sheet with the books of the Company in which have been incor- 
porated the Returns from Branchescertifiedby Local Auditors or the Branch Officials, and we have obtained 
all the information and explanations we have required. In our opinion such Balance Sheet is properly 
drawn up so as to exhibit a true and correct view of the state of the Company’s affairs according to the best 
of our information and the explanations given to us and as shown by the books of the Company and the 
said Returns. 

17 th April, 1935. 


Dr. 


PROFIT AND LOSS ACCOUNT 


1933 


355,932 

I. 

8,000 

II. 

1,868,924 

III. 

2,232,856 



I\. 

70,882 


285,176 

V. 

1,512,866 

VI. 

1,868,924 


403,957 

VII. 

— 

VIII. 

— , 

IX. 

200,000 

X. 


XI. 

140,625 


145,312 



XII. 

486,765 


578,415 

XIII. 


Directors* Fees 
, Balance carried down 


Part in respect of Dunlop Plantations, Ltd. 
, Interest on Debentures and Loans 
Net Profit carried down . . 


, Transfer to Dividend Equalisation Reserve 

, Transfer to Reserve for Contingencies 

, Transfer to General Reserve 

, Preference Dividends : 

(a) Half year to 30th June, 1934 (already paid), less Income 

Tax at 4s . 6d . in the £ £ 145,3 1 2 

(6, Proposed for the half-year to 31st December, 1934, less 

Income Tax at 4s 6d. in the £ 145,313 

, Ordinary Dividend : 

Proposed for the year to 31st December, 1934, less Income Tax at 4s. 6d. 

in the £ \ 

, Balance carried forward as per Balance Sheet 


£ 

396,322 

8,000 

1,826,539 


£2,230,861 


138,852 

1,687,687 

£1,826,539 

550,060 

250.000 

100.000 


290,625 


486,765 

588,652 


£1,955,074 


£2,266,102 
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COMPANY LIMITED— (cont.) 

31st DECEMBER, 1934 (cont.) 


£2,805,740 Forward £4,326,694 £17,758,685 

19,097 {f) Other Securities 15,302 

5,597 (g) Accrued Interest — 

2,097,232 ( h ) Bank Balances, Deposits, Cash in Hand and in Transit 1,210,677 

25,477 ( i ) Deferred Charges . . . . 33,613 


4,954,143 5,586,286 


Note. — The Company has guaranteed the Preference 
Shares ot Dunlop Cotton Mills Ltd., Dunlop Planta- 
tions, Ltd., and Dunlop Rubber Co. (India) Ltd., as 

— regards Capital, Premium and Dividends, and is 

£ 22,213,149 also contingently liable in respect of the guarantee of £23,344,971 

Bank advances to certain Subsidiary Companies 


STOKES BROS. & PIM, 
WHINNEY, SMITH & WHINNEY, 
Chartered Accountants. 


\ Auditors. 


ERIC GEDDES, Chairman. 

J. GEORGE BEHARRELL, Managin' Director. 
C. TENNYSON, Secretary. 


FOR THE YEAR ENDED 31ST DECEMBER, 1934 O. 

7933 

£ £ 

I. By Profit on Trading, Interest, Dividends on Investments, including those 
received from or since declared by Subsidiary and Associated Coin- 

5, 215,890 panies, and Miscellaneous Receipts 2,207,300 

II. „ Repayment by Dunlop Rubber Co. (India), Ltd., on account of Guar- 
anteed Preference Dividends paid by the Dunlop Rubber Co., 

16,966 Ltd., in previous years 23,561 

2,232,856 £2,230,861 

1,868,924 III. By Balance brought down 1,826,539 


1,868,924 


£1,826,539 


1,512,866 

442,208 


£1,955,074 


IV. By Net Profit brought down 1,687,687 

V. „ Balance brought forward from 1933 . 578,415 

Note. — The Profits of Subsidiary Companies are included in the 
profits of this Company to the extent of (a) the dividends declared 
in respect of the year 1934 and ( b ) an appropriate amount in 
respect of the profits earned in 1934 by certain Subsidiary Com- 
panfes which had previously sustained losses for which this Com- 
pany had made provision in full. 

In the case of those Subsidiary Companies which have sustained 
losses in 1934 this Company’s proportion thereof has been pro- 
vided for out of the profits as above set forth with the exception 
of certain losses of a capital nature which have been charged 
against the Reserve for Contingencies. 

In the accounts of the Subsidiary Companies these losses have 
been either carried forward or provided for out of undistributed 
profits of those Companies. 

ERIC GEDDES 1 c 

J. GEORGE BEHARRELL J vtrectors - 


£2,266,102 
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DUNLOP RUBBER 

CONSOLIDATED STATEMENT OF ASSETS 
DUNLOP RUBBER COMPANY LIMITED 

Incorporating the figures of the audited Balance Sheets [after elimination of inter-company balances) of the 
stated under the heading of Investments item II [d) below) in which the Dunlop Rubber Company Limited and any 
control. 


I. Issued Share Capital of the Dunlop Rubber Company, 

Limited : — 

1.000. 00064% “ A ” Cum. Pref. Shares of £1 eachfullypaid 1,000,000 

1.000. 0007% “ B ” do. do. do. 1,000,000 

3.000. 000 10% “ C ” Cum. Pref. Shares of 16s. each fully paid 2,400,000 

£7,851,045 6s. 8d. Ordinary Stock 7,851,045 

12,251,045 12,251,045 

II. Surplus and Reserves : — « 

1,309,668 (a) General Reserves 1,298,276 

(6) Special Reserve in the accounts of the Dunlop Rubber 

2,000,000 Company, Limited, in respect of Subsidiary Companies .. 2,000,000 

643,260 (c) Reserves for Contingencies 645,443 

— [d) Dividend Equalisation Reserve 250,000 

(e) Surplus, i.e., Profit and Loss Account Credit Balances, 

661,943 after providing for Proposed Dividends . . . . . . 660,197 


4,614,871 


4,853,916 


16,865,916 


6,153,496 


2,329,943 

785,941 

10,000 


17,104,961 

III. Interest of Outside Shareholders : — 

Preference and Ordinary Share Capital of Subsidiaries held 
by Outside Shareholders, after taking into account their 
proportion of General Reserves and Undistributed Profits 
or Losses attributable thereto 6,124,924 

IV. Debentures, Mortgages and Loans : — 

(a) Dunlop Rubber Company Limited, Debenture 

Stock £2,789,367 

Less : Held by Subsidiary Company . . 11,028 

' ' 2,778,339 

(b) Loans 800,589 

(c) Mortgages 10,000 


3,125,884 3,588,928 

V. Current Liabilities and Provisions : — 

1,647,382 (a) Sundry Creditors and Accrued Charges 1,703,509 

51,144 (6) Amounts owing to Associated Companies . . . . 54,576 

864,439 (c) Taxation Reserves . . . . . . ‘ . . . . . . 883,181 

(d) Proposed Dividends — Dunlop Rubber Company Limited, 

632,077 Dividends 632,078 

— Dividends of Subsidiaries to Out- 

74, <532 side Shareholders . . . . 138,266 


3,269,674 

VI. Exchange Suspense Accounts, being Amounts Reserved 

4,371 for Unrealised Exchange Differences . . . . 5,894 


£29,419,341 


£30,236,317 


We have examined the above Consolidated Statement of Assets and Liabilities with the Balance Sheet 
of the Dunlop Rubber Company Ltd., at 31st December, 1934, as audited by us, and with the Balance 
Sheets of the Subsidiary and sub-Subsidiary Companies as audited by their respective Auditors. In the case 
of certain Subsidiary Companies the Balance Sheets are at dates other than 31st December, 1934, and the 
adjustments consequent thereon have been made. In our opinion the statement set forth above has been 
correctly compiled from the said Balance Sheets (other than those of the Companies in Germany), after 
giving effect to the necessary adjustments in respect of Foreign Exchange, so as to exhibit a true and correct 
view of the consolidated position of the Companies at 31st December, 1934. 


STOKES BROS. & PIM \ r , . , . , 

WHINNEY, SMITH & WHINNEY {Chartered Accountants 

Vlth April , 1935. 
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COMPANY LIMITED 

AND LIABILITIES as at 31st December 1934 
AND SUBSIDIARY COMPANIES 

Dunlop Rubber Company Limited and all Subsidiary and sub-Subsidiary Companies ( with two exceptions 
of its Subsidiaries hold over 50% of the Ordinary Shares or Stock of those companies and over 50% of the voting 


1933 

£ 


10,716,376 

4,207,677 

640,564 


I. Fixed Assets, at cost less realisations and provisions for 
depreciation and obsolescence : — 

{a) Land, Factory and other Buildings, Cotton Mills, Plant, 
Tools, Furniture, Cars, etc. 

(b) Dunlop Plantations, Ltd., Estates, Buildings, Plant, etc 

(c) Patents, Trade Marks, Licences, etc. 


£ 


10,399,888 

4,261,481 

640,565 


£ 


15,564,617 ^ 15,301,934 


II, Investments, at Cost less amounts written off : — 

977,087 (a) Investments in Associated Companies .. .. .. 1,093,063 

( b ) British Government Securities at Cost, and Cashin hands 
89,265 of Trustees for Debenture Holders (Since released) . . 89,220 

129,285 (c) Trade and Sundry Investments . . . . . . . . 15,135 

[d) Investments in German Companies, Shares, Advances, 

— etc 470,231 


1,195,637 1,667,649 


IJJ Current Assets * 

5,278,893 (a) Inventories at or below cost . . . . . . . . 6,637,052 

2,995,766 ( b ) Sundry Debtors, Bills Receivable, etc. less Reserves . . 3,031,943 

114,225 (c) Amounts owing by Associated Companies .. .. 187,295 

{d) British and Canadian Government Securities (market 
134,021 value at 31st December, 1934, £492,601) . . . . 488,260 

54,675 (e) Other Securities 59,162 

2,668,341 (/) Bank Balances and Cash, less Bank Loans . . . . 1,361,387 

90,787 ( g ) Deferred Charges 99,705 


11,336,708 11,864,804 


IV. Goodwill Accounts, including the difference between the 
values at which inter-company holdings of shares are 
taken as assets into the Balance Sheets and their Par 
values, less undistributed profits at the date of the ac- 
1,323,663 quisition of such shares . . . . . . . . . . 1,343,774 

V. Suspense Account for transactions with Subsidiary Com- 
panies between the dates of their Balance Sheets and 
Cr. 1,284 31st December, 1934.. .. 58,156 


Note. — For the reasons given in the Directors* Report 
(page 4),* the investments of the Dunlop Rubber Com- 
pany Ltd., in the German Companies as at the 31st 
December, 1934, are shown separately under Item II ( d ) 
above and consequently the Assets and Liabilities of 
those companies have not been classified under their 
respective headings as was done in the 1933 Consoli- 
dated Statement. 


£29,419,341 £30,236,317 


Eric Geddes, Chairman. 

J. George Beharrell, Managing Director. 

C. Tennyson, Secretary. 

♦On page 4 of the Directors’ Report the following reasons were given : — 

“ During 1934 exchange restrictions in Germany increased, and in consequence it has become im- 
possible to remit dividends or surplus funds out of Germany. In view of these exceptional circum- 
stances, the Directors are of opinion that it would be inadvisable to include the various items from the 
balance sheets of the German Companies, as was done in 1933. The investment of the Dunlop Rubber 
Co., Lid., in the German Companies is, therefore, shown separately under Item II (d) on page 11** . 

For the same reasons the profits made in Germany, which are substantial, have not been included in 
the aggregate profits shown in the Statement of Profits on page 5f. 

In the opinion the Directors, this change in the form of presentation is necessary in order to give the 
members the clearest view of the position. This view is supported by the Company’s Auditors.” 

♦♦The above page in this book. f Pnge 217 in this book. 
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IMPERIAL CHEMICAL INDUSTRIES LTD. 


ACCOUNTS FOR THE YEAR 1934 
APPROPRIATION ACCOUNT 


Balance brought forward from 1933 
Gross Income for the year to 31st Decem- 
ber, 1934 — 

Dividends from Subsidiary and 
Associated Companies 
Income from Investments 

Transfer to Central Obsolescence and 
Depreciation Fund 
Provision for Income Tax 


£ 


£ 


7,539,399 

425,639 


7,965,038 


1 , 000,000 

615,931 


1,615,931 


£ 

566,139 


6,349,107 


Balance available 

which the Directors recommend be 
appropriated as follows : — 
Allocation to General Reserve 
Preference Shares — 

Dividend at the rate of 7% per annum : 
For the half-year ended 30th June, 
1934, paid 1st August, 1934 
For the half-year ended 31st Decem- 
ber, 1934, paid 1st February, 1935 

Ordinary Shares — 

Dividend at the rate of 2|% per annum, 
paid 1st November, 1934 
Dividend at the rate of 4J% per annum, 
to be paid on 1st June, 1935 


This leaves a balance of 

which, after deducting the amount 
carried forward to 1935, is available 
for distribution in such a manner 
that the total to be distributed in 
respect of the Ordinary Shares shall 
be as nearly as possible twice the 
total to be distributed in respect of 
the Deferred Shares, viz. : — 
Ordinary Shares — 

A further dividend at the rate of 1% to 
be paid on the 1st June, 1935, mak- 
ing 8% for the year 1 934 
Deferred Shares — 

Dividend at the rate of 2% to be paid 
on 1st June, 1935 


6,915,246 


1,000,000 


794,449 

794,448 


1,588,897 


1,093,916 

1,969,050 


3,062,966 


5,651,863 

1,263,383 


437,566 

1 

217,366 

654,932 



^608,451 


Balance carried forward to 1935 
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IMPERIAL CHEMICAL INDUSTRIES LTD. 

ACCOUNTS FOR THE YEAR 1934 (cont.) 

RESERVE ACCOUNTS 

After making the appropriations stated, the Reserve Accounts at 31st 
December, 1934, stand as follows : — 


£ 

£ 


4,750,000 


2,610,000 


2,140,000 

1,000,000 


5,750,000 

107,682 


82,318 

190,000 



5,560,000 

4.000. 000 

1.000. 000 

5,000,000 





Central Obsolescence and Depre- 
ciation Fund — 

As at 31st December, 1933 
Less : Amounts written off : — 

“ Shares and Debentures in and 
Advances to Subsidiary Com- 
panies ” 

Appropriated out of 1934 Income 

General Reserve — 

(a) Capital Reserve : 

As at 3 1st December, 1 933 
Less : Amounts written off : — 

“ Shares and Debentures in and 
Advances to Subsidiary Com- 
panies ” 

“ Shares and Debentures in 
Associated Companies ” 


(b) Free Reserve : 

As at 31st December, 1933 
Appropriated out of 1934 Income 


3,140,000 


10,560,000 


^13,700,000 


Note. — All the dividends have been or will be paid subject to deduction of 
Income Tax. The final dividend will be payable on 1st June, 1935, to members 
on the register of members on 13th April, 1935. 
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IMPERIAL CHEMICAL 

PROFIT AND LOSS ACCOUNT for the 



£ 

i £ 

Interim Dividends paid for 1034 


! 1,888,365 

Provision for Final Dividends for 1934 


3,418,430 

Directors’ Remuneration (pursuant to Section 128 of 

54,92b 


the Companies Act, 1 929) 


Less Chargeable to Subsidiary Companies 

54,926 


Balance carried forward to 1935, as shown in the 



Balance Sheet 


608,451 



^'5,915,246 


BALANCE SHEET as at 



£ £ £ 

Authorised Capital — 


7% Cumulative Preference 


Shares of £1 each 

22,702,000 

Ordinary Shares of £1 each 

43,767,355 

Deferred Shares of 10s. each . . 

10,872,645 

Unclassified Shares of £1 each 

15,158,000 

Unclassified Shares of 10s. each 

2,500,000 


^95,000,000 

Issued Capital — 


22,698,536 7% Cumulative Pref- 


erence Shares of £1 each 

22,698,536 

43,756,659 Ordinary Shares of 


/I each 

43,756,659 

21,736,561 Deferred Shares of 


10s. each 

10,868,280/10s. 


77,323,476 

Central Obsolescence and De- 


preciation Fund 

O, 3,140,000 

General Reserve — 


Capital Reserve 

5,560,000 

Free Reserve 

5,000,000 


in son non 

Rote. — -The details of the Cen- 


tral Obsolescence and Depre- 

- 

ciation Fund and General Re- 


serve are shown on page 19.* 



Forward £ 91,023,476 


* Page 225 in this book. 



INDUSTRIES LIMITED 

YEAR ENDED 31ST DECEMBER, 1934 
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Balance brought forward from 1933 
Dividends from Subsidiary Companies 
(declared out of Profits for 1934 arrived 
at, in the majority of cases, before pro- 
viding obsolescence and depreciation 
on fixed assets), dividends from Asso- 
ciated Companies and Income from 
Investments for the year 1934 


L 

566,139 


7,965,038 


Deduct Transfer to Central Obsoles- 
cence and Depreciation Fund 
Transfer to General Reserve 
Provision for Income Tax 


8,531,177 


1,000,000 

1 , 000,000 

615,931 


2,615,931 


5,915,24(5 

£5,915,246 


31st December, 1934 


Shares and Debentures in Sub- 
sidiary Companies ( See Note A ) — 
Shares 

Debentures 

£ 

62,703,739 

62,100 

i 

62,765,839 

21,625,766 

£ 

Advances to Subsidiary Companies 
for Capital Expenditure and Gen- 
eral Development (less amounts 
written off) 



Less Amounts written off in 1934 
do. do. do. 

2,610,000 

107,682 

84,391,605 

2,717,682 





Less Debts due to Subsidiary 
Companies 


81,673,923 

10,306,694 

71,367,229 

Shares and Debentures in Asso- 
ciated Companies (See Note A ) — 
Shares 

Debentures 

6,382,652 

6,401 

6,389,053 

82,318 

Less Amounts written off in 1 934 


6,306,735 


i 



i 

Forward £ 

77,673,964 
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IMPERIAL CHEMICAL 

BALANCE SHEET as at 


Sundry Creditors and Pro- 
vision for Taxation and 
Contingencies 

Final Dividends (Gross) in re- 
spect of the year 1934, recom- 
mended for distribution 
Profit and Loss Account — 
Balance carried forward to 1 935 


Forward . . 


| £91, 023,476 

4,267,747 

3,418,430 

608,451 


Note A. — These Investments have been taken at cost or as 
revalued on the basis of earning capacity on the liquidation of 
Nobel Industries Ltd. in 1928, less amounts written off. 

Note B. — There is a depreciation of £314,596 in the market- 
able and other investments. 

Note C. — Contingent liabilities existed at 31st December, 
3 934, in connection with subsidiary or associated companies, 
viz. : — (a) guarantee of bank overdraft ; ( b ) guarantees of De- 
bentures ; ( c ) guarantee of dividend on preference capital ; 
(^) uncalled capital ; ( e ) guarantee of employees' deposits with 
I.C.I. Savings Bank Limited ; and {/) in connection with a guar- 
antee relating to the Company's Pension Funds . 


£99,318,104 


AUDITORS' REPORT 

We report to the Members of Imperial Chemical Industries Limited that 
we have examined the above Balance Sheet, and that we have obtained all 
the information and explanations we have required. In our opinion the 
Balance Sheet referred to, together with the notes thereon, is properly drawn 
up so as to exhibit a true and correct view of the state of the Company's affairs 
at 31st December, 1934, according to the best of our information and the ex- 
planations given to us, and as shewn by the books of^he Company. 

Price, Waterhouse & Co. *1 A ... 

Thomson McLintock & Co. f Aud ' ltors 


London, 28th March 1935. 
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INDUSTRIES LIMITED— (cont.) 

31st December, 1934 (cont.) 

” Forward £ 77,673,964 

Marketable and other Invest- 
ments ( See Note B ) — 

Marketable Shares .... £ 8,066,777 

Unquoted Shares . . . . £141,531 

Unquoted Debentures . . . . 26,791 

168,322 

8,235,099 

Sundry Debtors, Bills Receivable, Loans and 
Payments in Advance (Less Reserves) in- 
cluding Income Tax recoverable from final 

dividends . . . . . . . . . . . . . 4,679,060 

Dividends (less tax) from Subsidiary Companies in 
respect of 1934, included in Profit and Loss 

Account .. .. .. .. .. .. 5,151,621 

Loans to Trustees of Employees’ Share Invest- 
ment Scheme . . . . . . . . . . 4,000 

Land, Buildings, Magazines, Office Furniture 
and Fittings, Etc. (at cost less amounts written 

oh) 315,944 

Patents and Trade Marks (at cost less amounts 
written off) . . . . . . . . . . 5,058 

Cash at Bankers, in Hand and Invested in 
British Government Securities — 

Cash 591,112 

Government Securities at cost (Market Value 

£2,742,048) 2,662,246 

3,253,358 

£99,318,104 


H. McGowan,!,-,., 
Reading, ^ directors . 

P. C. Dickens, Treasurer. 


STATEMENT IN PURSUANCE OF SECTION 126, COMPANIES ACT, 1929 

Profits of Subsidiary Companies have been included to the extent of the dividends 
declared and received or receivable by this Company ; the balance of these profits has 
been carried forward in J^e accounts of the Companies and exceeds the aggregate 
losses of other Subsidiary "Companies, which have also been carried forward. 

As Imperial Chemical Industries Limited has undertaken to provide Obsolescence 
and Depreciation on the Fixed Assets of the majority of its Subsidiary Companies, 
these Companies have made no such provision in their accounts except in the case of 
wasting assets and leaseholds. The Auditors’ Certificates have been qualified 
accordingly. 


2Sth March , 1935. 


H. McGowan,! 

Reading, ^Directors. 
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J. & J. COLMAN 

BALANCE SHEET as at 
Stated to the 


Liabilities 

Authorised Capital — 

122,850 5% Cumulative Preference Shares of £10 


26,712 5% Cumulative Second Preference Shares 
of £10 each 

837,190 5% Cumulative Participating Preferred 
Shares of £1 each 

837,190 Ordinary Shares of £1 each 


.. 1,228,500 


267,120 

837,190 

837,190 

£3, 170,000 


Issued Capital — 

122,850 5% Cumulative Preference Shares oi £'10 
each, fully paid 

26,712 5% Cumulative Second Preference Shares 
of £10 each, fully paid 

836,255 5% Cumulative Participating Preferred 
Shares of £1 each, fully paid 
836,255 Ordinary Shares of £'l each, fully paid . . 
(See note in Directors’ Report.)* 

Sundry Creditors, including provision for accrued 
charges, Taxation, and payment due under Em- 
ployees Prosperity Sharing Scheme 
Amounts owing to Subsidiary Companies 
Provision for Dividends declared, not paid till 

1935 

Less Tax 

Contingency, Development and other Reserves 
General Reserve 

Profit and Loss Account — 

Balance brought forward 

Add : Balance for the year as per account annexed 


1,228,500 

267,120 

836,255 

836,255 


Deduct : 

Preference Dividends for the year 

1934 

Dividend on Cumulative Participating 
Preferred Shares 
Dividend on Ordinary Shares 


292,688 

65,854 

180,000 

641,308 


78,205 

462,111 

540,316 


3,168,130 


342,180 

486,884 


226,834 


821,308 


£74,781, 

83,625 

209,063 


172,847 


£5,218,183 
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LIMITED 

31st December, 1934 


nearest £. 


A sseis 

£ 

I £ 

Goodwill (at cost less amounts transferred to Sub- 


sidiary Companies) . . 


285,440 

Land and Buildings (at cost, less Depreciation on 



Buildings and Leaseholds) . . 


573,703 

Machinery, Fittings, Rolling Stock, etc. (at cost, 



less Depreciation) 


281,179 

Holdings in Subsidiary Companies (at cost, less 



amounts written off) 


1,179,694 

Amounts owing by Subsidiary Companies 


306,383 

Investments (below cost) — 

British Government and other marketable se- 



curities 

1,504,411 


Trade and other Investments 

101,322 

1,605,733 

Stock in Trade 


536,201 

Sundry Debtors and Bills Receivable including 



Interest accrued and payments in advance 


323,122 

Cash at Bankers 

I 


126,728 

i 

Jeremiah Colman \ , 

Russell J. Colman, / ZWio, ' s ' 







£5,218,183 


of J. & J. Colman Limited 

of the Company and have obtained all the information and explanations we 
a true and correct vie# of the state of the Company’s affairs according to the 
books of the Company. 
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J. & J. COLMAN 

Profit and Loss Account for the 


Dr. Stated to the 



£ 

£ 

To Directors’ Fees 

10,650 


Less : Borne by Subsidiary Company 

2,050 




8,600 

Balance as per Balance Sheet 


462,111 



^4?0,711 



LIMITED 

YEAR ENDED 31ST DECEMBER, 1934 
nearest £. 
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Cr . 

£ 

By Profit on Trading, including net profits of wholly 
owned Subsidiary Companies and Dividends re- 
ceived from others, after making provision for 
Depreciation and for payment due under Em- 
ployees Prosperity Sharing Scheme .. .. 431,153 

Income from British Government and other market- 
able securities . . . . . . . . . . - 39,558 

j£470,711 


Statement Pursuant to Section 126 of the Companies Act, 1929 

This Company's share of the net aggregate profit earned by Subsidiary 
Companies (with one exception referred to below) during the last year in 
respect of which their accounts are available has been included in this Com- 
pany's Profit and Loss Account. 

In the case of the Subsidiary Company excepted above, whose accounts 
show a profit for the year 1934, no dividend has yet been declared, but the divi- 
dend for the year 1933 is included in this Company's Profit and Loss Account. 

Jeremiah Colman, "J . 

Russell J. Colman, ^ rectors . 
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MIDLAND 

BALANCE SHEET 


Liabilities 

Share Capital Authorised — 
2,869,079 Shares of £12 each 
2,000,000 Shares of £: 2 10s. each 
5,771,052 Shares of £1 each 


! £ 

s 

d 

! 34,428,948 

0 

0 

i 5,000,000 

0 

0 

5,771,052 

0 

0 

£15,200,000 

0 

0 

j 


Share Capital Issued — 

2,869,079 Shares of ^12 each, 
£2 10s. paid .. 

1,921,677 Shares of £2 10s. each, 
fully paid 

2,271,122 Shares of £1 each, 
fully paid 

Reserve Fund 

Dividend payable oil 1st February, 
1935 

Balance of Profit and Loss Ac- 
count, as below 


Current, Deposit and other Ac- 
counts 

(Including ^255,413 10s. lid. on 
Public and other Accounts se- 
cured as per contra.) 

Balances due to Affiliated Com- 
panies 

Acceptances and Confirmed Credits 
on account of Customers 
Engagements on account of Cus- 
tomers 


7,172,697 10 0 
4,804,192 10 0 
2,271,122 0 0 


413,495,190 6 7 


14,248,012 

0 

0 

11,500,000 

0 

0 

883,376 

14 

10 

871,946 

8 

0 

27,503,335 

2 

10 


5,542,731 19 1 

j 419,037,922 5 8 

| 9,746,914 5 11 

| 6,242,723 12 10 

i 


Forward 


£\ 462,530,895 7 3 



BANK LIMITED 

31st December, 1934 
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A ssets £ s cl £ s cl 

Coin, Bank Notes and Balances 

with the Bank of England .. 39,129,855 18 0 

Balances with, and Cheques in 
course of Collection on other 
Banks in Great Britain and 

Ireland 14,840,427 0 6 

Money at Call and Short Notice. . 27,126,232 4 0 

Investments at or under Market 
Value : — 

War Loan and other British 
Government Securities (of 
which ^397,366 5s. is lodged 
for Public and other Ac- 
counts) .. .. .. 116,179,103 9 4 

British Corporation Stocks . . 246,478 13 0 

Dominion, Colonial and For- 
eign Government Stocks 
and Bonds . . . . 1,486,596 16 0 

Sundrv Investments . . 577,954 9 4 

118,490,133 7 8 

Bills Discounted 18,505,694 12 9 

British Treasury Bills and Trea- 
sury Bonds due within four 

months 46,014,724 4 8 

64,520,418 17 5 

264,107,067 7 7 

Advances to Customers and other 
Accounts (less provision for 
Doubtful Debts and Contin- 
gencies) . . . . . . . . 163,589,512 1 3 

Midland Bank Executor and Trus- 
tee Company Limited : Loans on 

behalf of Clients .. .. 225,728 8 0 

Liabilities of Customers for Ac- 
ceptances, Confirmed Credits 

and Engagements . . . . 15,989,637 18 9 

Bank Premises at Head Office and 
Branches at cost, less amount 

written off .. .. .. 9,421,642 0 4 

Other Properties and work in pro- 
gress for extension of the busi- 
ness at cost, less amount written 

off .. . . * .. .. 1,024,564 14 1 

Yorkshire Penny Bank Limited — 

93,750 Shares of £5 each, £3 paid 281,250 0 0 

93,750 Shares of £1 each, fully 

paid . . 93,750 0 0 

■"Proportion of Reserve relative 

thereto 375,000 0 0 

750,000 0 0 


Forward £\ 455,108,152 10 0 
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MIDLAND 


Forward 


BALANCE SHEET 

£ s d 
462,530,895 7 3 


The Bank has contracts running for the sale of 
Foreign Currencies to' the value of £19,637,419 
8s. 9d. which are covered by purchases to a 
corresponding amount. 

The total sum paid to Directors as remuneration 
for their services is as follows : — 

Fees and Income Tax thereon 
at 4s. 6d. in the £., paid by 

the Bank £44,752 14 6 

Fees and Income Tax thereon 
at 4s. 6d. in the £., paid by 
Affiliated Companies to such 
Directors of those Companies 
as were also Directors of the 
Bank . . ♦ . . . 5,630 9 0 


Total . . £50,383 3 6 


£462,530,895 7 3 


R. McKenna, Chairman 


W. G. Bradshaw, J ^ . 

S. Christopherson, ; De ^ ui y Chairmen. 
Alexander Roger, Director. 


Report of the Auditors to the 
In accordance with the provisions of Sub-section 1 of Section 134 of the 
We have examined the above Balance Sheet in detail with the Books at 
satisfied ourselves as to the correctness of the Coin, Bank Notes and Balances 
on other Banks in Great Britain and Ireland, Money at Call and Short Notice 
vestments of the Bank and the British Treasury Bills and Treasury Bonds due 
we have required, we are of opinion that such Balance Sheet is properly drawn 
according to the best of our information and the explanations given to us and 


London, 1 Ith January 1935. 


Dr. 


PROFIT AND LOSC ACCOUNT for the 


To Interim Dividend, paid 16th July 1934, at the rate of 
16 per cent, per annum, less Income Tax 
,, Dividend payable 1st February 1935, at the rate of 
16 per cent, per annum, less Income Tax 
, , Reduction of Bank Premises Account 
,, Reserve for Future Contingencies 
,, Balance carried forward to next Account 


£ 

s 

d 

883,376 

14 

10 

883,376 

14 

R) 

250,000 

0 

0 

270,000 

0 

0 

871,946 

8 

0 

£3,158,699 

17 

8 



BANK LIMITED— (cont.) 237 

31st Decem ber, 1934 ( continued , ) 

Forward 

Shares in Affiliated Companies — 

Belfast Banking Co. , Ltd. — 

200.000 Shares of £12 10s. 
each, £4 paid 

Reserve and Undivided Profits 

The Clydesdale Bank Ltd. — 

100.000 Shares of £50 each, 

£10 paid 

30,000 Shares of £10 each, 
fully paid 

Reserve and Undivided Profits 

North of Scotland Bank Ltd. — 

163.000 Shares of £20 each, 

£7 paid 

Reserve and Undivided Profits 
Midland Bank Executor and 
Trustee Co., Ltd. — 

200,000 Shares of £5 each, 

£1 paid 

Reserve and Undivided 
Profits 


F. Hyde, Managing Director. 

Members of the Midland Bank Ltd. 

Companies Act, 1929, we report as follows : — 

Head Office and with the certified Returns from the Branches. W r e have 
with the Bank of England, Balances with, and Cheques in course of Collection 
and Bills Discounted. We have verified the Securities representing the In- 
within four months and having obtained all the information and explanations 
up so as to exhibit a true and correct view of the state of the Company’s affairs 
as shown by the books of the Company. 

Whinney, Smith & Whinney, 

Chartered Accountants , 

Auditors. 

YEAR ENDED 31ST DECEMBER, 1934 Cr . 

£ s d 

By Balance from last Account . . . , . . . . 866,482 10 11 

,, Net Profits for the year ended 31st December, 1934, 
including the sum of £385,109 dividends from 
Affiliated Companies, full provision having been 
made for Rebate, Expenses, and all Bad and 
Doubtful Debts .. .. .. .. .. 2,292,217 6 9 


£ s d £ s d 

455,108,152 10 0 


800,000 0 0 
839,050 14 8 

1,639,050 14 8 

l 1,300,000 0 0 
1,697,932 10 7 

2,997,932 10 7 


1,141,000 0 0 
1,239,544 8 3 

2,380,544 8 3 


200,000 0 0 
205,215 3 9 

405,215 3 9 

£462,530,895 7 3 
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MIDLAND BANK 


CONSOLIDATED STATEMENT OF THE ASSETS AND LIABILITIES 

COMPANIES, 


Liabilities 

Share Capital Authorised — 

2,869,079 Shares of £12 each . . 
2,000,000 Shares of £2 10s. each 
5,771,052 Shares of £1 each 


£ 


S 


Share Capital Issued — 

2,869,079 Shares of £'12 each, 
£2 10s. paid 

1,921,677 Shares of £2 10s. each, 
fully paid 

2,271,122 Shares of £1 each, fully 
paid 

Reserve Fund 

Dividend payable on 1st February, 

1935 

Balance of Profit and Loss Account 


7,172,697 10 
4,804,192 10 
2,271,122 0 


Kotes in Circulation 

Current, Deposit and other Ac- 
counts 

Acceptances and Confirmed Credits 
on account of Customers . . 

Engagements on account of Cus- 
tomers 

The Bank has contracts running 
for the sale of Foreign Curren- 
cies to the value of £19,637,419 
8s. 9d. which are covered by 
purchases to a corresponding 
amount. 


34,428,948 0 0 
5,000,000 0 0 
5,771,052 0 0 


£45,200,000 0 0 


- 14,248,012 

0 

0 

11,500,000 

0 

0 

883,376 

14 

10 

871,946 

8 

0 

27,503,335 

2 

10 

5,670,647 

0 

0 

482,605,368 

6 

10 

10,564,476 

12 

9 

5,760,585 

7 

2 


£532,104,412 9 7 


R. McKenna, Chairman. 


W. G. Bradshaw, 1 . 

S. Christopherson, V J De P uf y Carmen . 
Alexander Roger, 'Director. 


We have examined the above Statement of Assets and Liabilities with 
and having made the necessary adjustments, in our opinion the Statement 
according to the explanations given to us and as shown by the audited accounts 


London, llth January , 1935. 
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OF THE MIDLAND BANK LIMITED AND ITS AFFILIATED 
31st December, 1934 
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A ssets 

£ 

s 

d 

£ 

s 

d 

Coin, Bank Notes and Balances with 







the Bank of England 

Balances with, and Cheques in 




45,131,095 

5 

0 

course of Collection on other 
Banks in Great Britain and 
Ireland 




16,914,066 

2 

8 

Money at Call and Short Notice 
Investments at or under Market 




30,976,416 

13 

3 

Value 




157,662,581 

3 

11 

Bills Discounted 

British Treasury Bills and Treasury 

19,960,376 

10 

2 




Bonds due within four months . . 

46,203,274 

4 

8 

66,163,650 

14 

10 









316,847,809 

19 

8 

Advances to Customers and other 







Accounts (less provision for 
Doubtful Debts and Contin- 
gencies) 




186,846,452 

15 

3 

Liabilities of Customers for Accept- j 







ances, Confirmed Credits and 
Engagements . . . . - . j 

! 



16,325,061 

19 

3 1 

Bank Premises at Head Office and | 







Branches at cost, less amount ■ 
written off 




9,952,528 

6 

0 

Other Properties and work in pro- 







gress for extension of the business 
at cost, less amount written off . . 




1, 382,559 

8 

9 

Yorkshire Penny Bank Limited — 

: 

0 





93,750 Shares of £5 each, £3 paid 
93,750 Shares of £1 each, fully 

281,250 

0 





paid 

Proportion of Reserve relative 

93,750 

0 

0 




thereto . . 

375,000 

0 

0 

750,000 

0 

0 









^532,104,412 

9 

7 







F. Hyde, Managing Director. 


the audited accounts of the Midland Bank Limited and its affiliated Companies 
shows a true and correct view of the consolidated position of the Companies 
of the Companies. 

Whinney, Smith & Whinney, 

Chartered Accountants. 
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MIDLAND BANK EXECUTOR AND 

AFFILIATED WITH THE 
BALANCE SHEET, 


Liabilities 

Share Capital Authorised — 

200,000 Shares of £5 each 

Share Capital Issued — 

200,000 Shares of £5 each, £1 paid 

Reserve Fund 

Balance of Profit and Loss Account after 
payment of Directors’ Remuneration 
and Income Tax thereon at 4s. 6d. in 
the £(£1, 290) 

Midland Bank Ltd. — Loans on behalf of 
Clients, including outstanding cheques 

Clydesdale Bank Ltd. — Loans on behalf 
of Clients 

Creditors for Cash Received on behalf 
of Clients and other Liabilities 


£ 

s 

d 

£ 

s 

d 




1,000,000 

0 

0 

200,000 

0 

0 




100,000 

0 

0 




105,215 

3 

9 

405,215 

o 

9 




O 

230,501 

19 

10 




10 

5 

9 

230,512 

5 

7 








1,573,758 

9 

1 




^2,209,485 

18 

5 




i 


R. McKenna, Chairman 


'SKS, } — 

Alexander Roger, Director. 

F. Hyde, Managing Director. 

G. E. Baldry, General Manager. 


Report of the Auditors to the Members of the Midland 
In accordance with the provisions of Sub-section 1 of Section 134 of the 

We have audited the above Balance Sheet with the Books at Head Office 
information and explanations we have required . In our opinion such Balance 
of the Company’s affairs according to the best of our information and the 


London, 10 th January , 1935. 



TRUSTEE COMPANY LIMITED 

MIDLAND BANK LIMITED 
31st December 1934 
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A ssets 

£ 

s 

d 

£ 

s 

d 

Cash at Midland Bank Ltd . 

394,752 

12 

8 




British Government Securities under 







market value . . 

10,462 

11 

1 








405,215 

3 

9 

Cash at Midland Bank Ltd. on behalf of 







Clients and other Accounts . . 

1,568,858 

5 

8 




Cash at Clydesdale Bank Ltd. on behalf 







of Clients 

598 

10 

10 




Cash at Belfast Banking Company Ltd. 







on behalf of Clients 

2,474 

10 

9 




Cash at other Banks on behalf of Clients 

1,827 

1 

10 








1,573,758 

9 

1 

Debtors for Cash Advances on behalf 







of Clients 




230,512 

5 

7 





^2,209,485 18 

5 


Bank Executor and Trustee Company Limited 
Companies Act, 1929, we report to the Members as follows : — 

and with the certified Returns from the Branches and have obtained all the 
Sheet is properly drawn up so as to exhibit a true and correct view of the state 
explanations given to us and as shown by the Books of the Company. 

Whinney, Smith & Whinney, 

Chartered A ccountants. 

Auditors. 
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BELFAST BANKING 


AFFILIATED WITH THE 
BALANCE SHEET, 


Liabilities 

£ s d 

£ s d 

Capital — 



200,000 Shares of £l"2 10s. each, 



^4 paid 

800,000 0 0 


Reserve Fund . . 

800,000 0 0 




1,600,000 0 0 

Dividend payable on 15th January, 



1935 


34,100 0 0 

Balance of Profit and Loss Account 


39,050 14 8 


! 

1,673,150 14 8 

Notes in Circulation 


791,821 0 0 

Current, Deposit and other Accounts 


14,873,703 0 6 



^17,338,674 15 2 


James Carlisle, Secretary. 

John G. McMullen, Chief Accountant. 


Auditor’s Report to the Shareholders of 
I have examined the above Balance Sheet in detail with the Books at 
satisfied myself as to the correctness of the Cash and Bills on hand at Head 
verified the Securities representing the investments of the Bank, and having 
that such Balance Sheet is properly drawn up so as to exhibit a true and correct 
tion and the explanations given to me and as shown by the Books of the 


Belfast, 1th January, 1935. 
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COMPANY LIMITED 


MIDLAND BANK LIMITED 
31st December 1934 


■ A ssets 

£ s d 

British Legal Tender Notes, Gold and 


Silver Coin and Cash at Call 

2,834,048 16 10 

British Government Securities (Con- 


version Loan and War Loan) 

6,578,518 3 7 

Loan at Call to the Government of 


Northern Ireland 

308,288 3 3 

Ulster Loans Stock and Government 


of Northern Ireland Guaranteed 


Loan 

559,756 15 6 

Corporation Stock, etc. 

13,431 5 6 

Bills of Exchange 

223,753 5 5 


10,517,796 10 1 

Advances to Customers on Current 


and other Accounts 

6,778,710 9 11 

Bank Premises (Head Office and 


51 Branches) 

42,167 15 2 

! 

£17,338,674 15 2 


David McKee, 

William Patterson, 

Samuel Johnston, 

Robert Carlisle, 

the Belfast Banking Company Limited 
Head Office and with the certified Returns from the Branches. I have 
Office, and have verified the money at Call and Short Notice. I have also 
obtained all the information and explanations I have required , I am of opinion 
view of the state of the Company’s affairs according to the best of my informa- 
Company. 

G. H. Tulloch, 

Chartered Accountant . 

(of Craig, Gardner Sc Co.) 


^Directors. 
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THE CLYDESDALE 

AFFILIATED WITH THE 
BALANCE SHEET, 


Liabilities _ 
Authorised Capital — 

100,000 Shares of £50 each 

35,000 Shares of -£10 each 


£ 


s d 


£ 


5,000,000 0 0 
350,000 0 0 


s d 


£5,350,000 0 0 


Subscribed and Issued Capital — 

100.000 Shares of £50 each, 
£10 paid 

30.000 Shares of £10 each, £10 
paid 

Reserved Surplus Fund 
Dividend payable February and 
August, 1935, less Income Tax 
thereon 

Balance of Profits carried to 1935 . . 


Deposits and other Accounts with 
Credit Balances 

Acceptances and Engagements on 
account of Customers 
Notes in Circulation 


1 , 000,000 0 0 

300,000 0 0 

1,300,000 0 0 

1,600,000 0 0 


161,200 0 0 
97,932 10 7 


3,159,132 10 7 

31,496,403 1 8 

834,967 16 2 
2,730,748 0 0 


£38,221,251 8 5 


A. Mitchell, General Manager. 


Auditors’ Certificate 

We beg to report to the Shareholders that we have examined the Books 
with the Securities representing the Investments of the Bank or held against 
in London (City Office), and in Edinburgh (Chief Office). We have obtained 
opinion, the foregoing Balance Sheet is properly drawn up so as to exhibit a 
of our information and the explanations given to us, and as shown by the 

Glasgow, 9 th January , 1935. 
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BANK LIMITED 

MIDLAND BANK LIMITED 
31st December, 1934 

Assets £ ' s d £ s d 

Coin, Bank of England Notes, 

Notes of other Banks, and Bal- 
ances with the Bank of England 3,147,172 6 9 

Balances with and cheques in course 
of collection on other Banks in 

Great Britain and Ireland .. 2,188,536 19 3 

Money at Call and at Short Notice 

in London 3,391,500 0 0 

Bills Discounted .. .. .. 1,068,166 19 11 

I n vestments — 

(1) British Government Securities 

(at or under market price) .. 12,424,666 4 7 

(2) Indian and Colonial Govern- 
ment Securities, British Cor- 
poration Stocks, British Rail- 
way Debenture and Prefer- 
ence Stocks (at or under 

market price) .. .. 2,108,544 1 0 

(3) Bankers’ Industrial Develop- 
ment Company Ltd. — One 
“ A ” Ordinary Share of 

^100,000 (,£100 paid) .. 100 0 0 

(4) Other Investments (at or 

under market price) . . . . 527,889 12 1 

15,061,199 17 8 

Credit Accounts, and other Ad- 
vances to Customers, less pro- 
vision for doubtful debts . . 11,878,241 16 11 

Bank Buildings (including London 
Freehold Property), at cost, less 

amount written oh .. . . 351,465 11 9 

Heritable Property yielding Rent, 

at cost, less amount written off 300,000 0 0 

Liability of Customers for Accept- 
ances and Engagements, per 

contra . . . . . . . . 834,967 16 2 


^38,221,251 8 5 

Henry Allan, Director. 

Archibald Walker, Director. 

John Prosser, Director. 

and Report 

and Accounts of The Clydesdale Bank Ltd., at 31st December, 1934, along 
Loans, the Bills Discounted, and the Cash Balances in Glasgow (Head Office), 
all the information and explanations which we have required, and, in our 
true and correct view of the state of the Bank’s affairs according to the best 
Books of the Company. 

Wm. Elgin, C.A., Auditor . 

J. Herbert Wilson, C.A., Auditor. 
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NORTH OF SCOTLAND 

AFFILIATED WITH THE 
BALANCE SHEET, 


Liabilities 
Capital Authorised and Subscribed—; 
163,000 Shares of £20 each 

viz : 

£7 per Share paid up £1,141,000 
£1 per Share callable 163,000 
£12 per Share reserved 1,956,000 


£ s d 

3,260,000 0 0 


1,141,000 0 0 


s d 


Reserve Fund 


£3,260,000 


1,165,000 0 0 


Profit and Loss Account — 

Balance before providing for 
Dividend recommended for 
payment in February, 1935 
(£70,742), and Income Tax 
thereon (£20,538) 


Notes in Circulation 
Deposit and Credit Balances (in- 
cluding Officers' Superannuation 
and Guarantee Funds and other 
Reser ^es) 


2,306,000 0 0 


165,824 

8 

3 

2,471,824 

8 

3 

2,148,078 

0 

0 

24,635,947 

18 

9 

£29,255,850 

7 

0 


Harvey H. Smith, General Manager . 


Auditors’ Report to 

In accordance with the provisions of the Companies Act, 1929, we report to 
which we have required. 

We have examined in detail the above Balance Sheet as at 31st December 
Branches. In our opinion, the foregoing Balance Sheet is properly drawn up so 
to the best of our information and the explanations given to us, and as shown 
Securities representing the Investments held for thg Bank are in order; 
spondents, and have checked the Cash at Head Office' and at the principal 

Aberdeen, 7 th January 1935. 



BANK LIMITED 

MIDLAND BANK LIMITED 
31st December, 1934 
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A ssets 

Coin, Bank of England Notes and 
Notes of other Banks 
Balances with and Cheques in course 
of collection on other Banks in 
Great Britain and Ireland . . 
Investments at, or under, market 
value : 

British Government Securities 
Colonial Government and British 
Corporation Stocks . . 

Debenture and Preference Stocks, 
other Stocks, Shares, and Securities 

Bankers’ Industrial Development Co., 
Ltd.— 

One “ A ” Ordinary Share of 
100,000, whereof ^100 paid up 
Bills Discounted . . ; . 

Advances to Customers and other 
Accounts 

Bank Buildings, Furniture and Fittings, 
at Head Office and Branches, at cost, 
less sums set aside for Depreciation 
Heritable Property yielding Rent, at 
cost, less sums set aside for Deprecia- 
tion 


£ 

s 

d 

£ 

s 

d 




2,185,151 

2 

3 




1,826,134 

16 

4 

16,534,457 

8 

10 




462,198 

4 

6 




184,150 

7 

7 





- 


17,180,806 

0 

11 



i 

100 

0 

0 




191,300 

6 

0 




7,677,110 

8 

1 




137,252 

18 

9 




57,994 

14 

8 



£ 

29,255,850 

7 

0 


A S. R. Bruce, 1 
Caithness, > Directors. 

Frank Fleming, J 

the Members 

the Members that we have obtained all the information and explanations 

1934 with the Books at Head Office, and with the certified Returns from the 
as to exhibit a true and correct view of the state of the Bank’s affairs according 
by the Books of the Bank at that date. We have satisfied ourselves that the 
have verified the Balances due by London Bankers and other Banking Corre- 
offices in London, Edinburgh and Glasgow. 

Thomson McLintock & Co., C.A., 

A uditors. 
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THE IMPERIAL TOBACCO COMPANY (OF 

BALANCE SHEET, 


Capital — 

“ A ” 5 i per cent. Cumulative 
Preference Shares 
" B ” 6 per cent. Non-Cumulative 
Preference Shares 
“ C ” 10 per cent. Non-Cumulative 
Preference Shares 
Ordinary Shares 


Deposits by, and Current Accounts 
with — 

Subsidiary Companies 
Associated Companies . . 

Creditors ; Provisions for Taxation 
and Bonus to Customers ; Esti- 
mated Capital Liability under 
Dividend Guarantees ; Amounts 
set aside for Obligations to Pension 
Fund and for Contingencies, in- 
cluding fluctuations in the value of 
leaf tobacco stocks ; Employers' 
Liability, Marine and other In- 
surance Accounts 

Widows and Orphans Benefit' Ac- 
count 

General Reserve Account per last 
Balance Sheet 

Profit and Loss Account — 

Balance for the year (page 10) # . . 
Balance at 31st October 1933 


Deduct : Interim Dividends paid 
on : — 

"A Cum. 

Pref. Stock 136,379 7 0 

“ B ” 6% Non- 
Cum. Pref. 

Stock.. .. 157,814 1 5 

" C ” 10% Non- 
Cum. Pref, 

Stock.. .. 131,910 18 0 

Ordinary Stock 2,811,946 17 6 


Authorised m 

Issued and con ~ 

Shaves of £1 each. 

verted, into Stock. 

£ s d 

£ s d 

6,000,000 0 0 

4,959,249 0 0 

6,000,000 0 0 

5,260,469 0 0 

3,000,000 0 0 

2,638,218 0 0 

40,000,000 0 0 

37,492,625 0 0 

£55,000,000 0 0 

50,350,561 0 0 

569,067 18 10 


4,704 17 5 



573,772 16 3 


15,219,543 18 6 


204,826 12 5 


6,000,000 0 0 

9, 589,008 12 5 


838,592 18 8 


10,427,601 11 1 



3,238,051 


Forward 


3 11 


7,189,550 7 


79,538,254 14 


*? 


4 


* Page 252 in this book. 
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GREAT BRITAIN AND IRELAND), LIMITED 

31st October 1934 


Land, Buildings, Plant and Ma- 
chinery — at cost, less amounts 
written off . . 

Goodwill, Patent Rights and Trade 
Marks — at cost (as reduced by sale 
of goodwill of export business in 
1903), less amounts written off .. 

Investments in Subsidiary and Asso- 
ciated Companies at cost, less 
amounts written off in those cases 
where depreciation has taken 
place : — 

Shares in Subsidiary Companies 
Shares and Debentures in Asso- 
ciated Companies 

Note. — In the aggregate the market 
value of Investments in Associated 
Companies is largely in excess of 
the book value. 

Loans to, and Current Accounts 
with — 

Subsidiary Companies 
Associated Companies 

Stock-in-Trade, including Leaf in 
transit — at approximate cost, and 
Advances to Branches abroad for 
purchase of Leaf, etc. 

Debtors (less Reserves for Discounts 
and doubtful Debts) 

Government and other Securities — 
at cost, less amounts written off in 
those cases where depreciation has 
taken place 

(Market Value at 31st October, 
1934 — .£8,939,253 4s. 8d.) 

Loans to Corporations and Public 
Boards, and other Investments 
not officially quoted — at or under 
cost 

Cash at Bankers and in hand 


4,814,427 12 19 

9,422,581 16 0 


3,195,999 19 4 
8,597,208 2 11 


11,793,208 


9 


3 


404,808 6 6 
959,303 1 8 


1,364,111 8 2 

29,257,327 6 5 

7,900,079 13 7 

8,297,894 18 6 


2,694,066 16 9 

3,994,556 19 10 


Forward 


A 


79,538,254 14 


4 
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THE IMPERIAL TOBACCO COMPANY (OF 

BALANCE SHEET, 


Forward 

Memo. — 

(a) There are contingent liabilities 
of the nature of guarantees of divi- 
dends on shares in two Subsidiary 
Companies. 

(b) There is a contingent liability 
by way of guarantee in respect of the 
Pension Fund instituted by the Com- 
pany. 

( c ) There is an uncalled liability on 
Investments held of £78,441 . 


■£79,538,254 14 4 


£79,538,254 14 4 


P. V. Roberts, (Chartered Accountant), 

Chief A ccountant . 

Auditor's Report to the Members of the Imperial Tobacco 

I have examined the above Balance Sheet dated the 31st October, 1934, 
the Audited Accounts of the Branches, and have obtained all the information 
properly drawn up so as to exhibit a true and correct view of the state of the 
given me, and as shown by the books of the Company. 

5, London Wall Buildings, E.C.2. 

22 nd January 1935. 


No credit has been taken for Profits earned by Subsidiary Companies for 
Profits have been received in the form of dividends awl included in Profit and 

A loss was sustained by one Subsidiary Company for the period covered 
pany's accounts before showing the net profit for the year to 31st October 
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GREAT BRITAIN AND IRELAND), LIMITED— (cont.) 


31st October 1934 (< continued ) 

Forward 


^79,538,254 14 4 


£79,538,254 14 4 


Dulverton, Chairman. 

J. D. Player, Director. 

R. J. Sinclair, Secretary. 

Company (of Great Britain and Ireland), Limited. 

with the books at the Head Office in Bristol, in which have been incorporated 
and explanations I have required. In my opinion such Balance Sheet is 
Company's affairs according to the best of my information and the explanations 


Plender, 

A uditor. 

(Deloitte, Plender, Griffiths & Co.) 

Chartered Accountant. 


the period covered by their last audited accounts, except in so far as such 
Loss Account on pageAl*. 

by its last audited accounts. Such loss has been provided for in this Corn- 
1934. 

Dulverton, 

Chairman. 

J. D. Player, 

Director. 


Page 253 in this book 
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THE IMPERIAL TOBACCO COMPANY (OF GREAT 

PROFIT AND LOSS ACCOUNT 

” £ s d~ 

Directors’ Fees . . . - . . . . . . . • 10,000 0 0 
Balance carried to Balance Sheet (page 8)* .. .. 9,589,00S 1 5 


£9,599,008 12 5 


APPROPRIATION 


Dividends on “ A ” 5J% Cumula- 
tive Preference Stock — 

Interim Dividend to 30th April 
1934, paid 2nd July 1934 . . 
Final Dividend to 31st October j 
1934, payable 1st January 
1935 

£ s d 

136,379 7 0 

136,379 7 0 

£ s d 

Dividends on “ B ” 6% Non-Cumu- 
lative Preference Stock — 

Interim Dividend to 30th April 
1934, paid 1st August 1934 . . 
Final Dividend to 31st October 
1934, payable 1st February 
1935 

157,814 1 5 

157,814 1 5 

272,758 14 0 

Dividends on " C " 10% Non-Cumu- 
lative Preference Stock — 

Interim Dividend to 30th April 
1934, paid 1st August 1934 . . 
Final Dividend to 31st October 
1934, payable 1st February 
1935 

131,910 18 0 

131,910 18 0 

315,628 2 10 

Dividends on Ordinary Stock — 
Interim Dividend of 7J%, paid 1st 
September 1934 (free of Income 
Tax) 

Proposed Final Dividend of 7J% 
(free of Income Tax) 

Proposed Bonus of Is. 6d. per £1 
of Stock (free of Income Tax) . . 

2,811,946 17 ^6 

2,811,946 17 6 

2,811,946 17 6 

263,821 16 0 

Balance carried forward 


8,435,840 12 A 
1,139,552 5 9 



^10,427,601 11 1 



253 


BRITAIN AND IRELAND), LIMITED— (cont.) 


FOR THE YEAR ENDED 31ST OCTOBER 1934 

Net Trading Profit and Interest and Dividends on Invest- 
ments and Loans (including Dividends from Companies 
operating outside the United Kingdom), after providing 
for Management Remuneration, Depreciation of Build- 
ings, Depreciation (including renewals) of Plant and 
Machinery, Taxation, Working Expenses, Head Office 
and Registration Charges, Bonus to Customers, Pension 
Fund Contributions, etc. 

Transfer and other Fees 

£ s d 

9,594,976 8 11 
4,032 3 6 

£9,599,008 12 5 

ACCOUNT 

Balance from Profit and Loss Ac- 
count for the year 

Balance of undivided Profit at 31st 

October 1933 

£ s d 

9,589,008 12 5 

838,592 18 8 


£10,427,601 11 1 
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THE WALL PAPER 


Dr. PROFIT AND LOSS ACCOUNT 



£ s d 

To Debenture Interest . . 

40,568 11 2 

,, Income Tax 

58,689 17 13 

,, Interest payable under Agreements for purchase of 


new businesses . . 

30,261 15 2 

,, Preference Stock Dividend for the Half Year to 


28th February, 1934, paid 30th April, 1934 

; 30,000 0 0 

,, Interim Ordinary Stock Dividend for the year to 

- 

31st August, 1934, at 5%, paid 31st May, 1934 

70,000 0 0 

,, Interim Deferred Stock Dividend for the year to 


31st August, 1934, at 5%, paid 11th June, 1934 

100,000 0 0 

,, Balance for appropriation as appearing in the 


Balance Sheet . . 

674,365 11 8 


^1,003,885 15 11 




BALANCE SHEET, 

Capital and Liabilities . £ s d | £ s d 

Capital Authorised — 

^1,200,000 Five per cent. Cumula- 
tive Preference Stock . . . . 1,200,000 0 0 

^1,400,000 Ordinary Stock .. .. 1,400,000 0 0 

£2, 000,000 Deferred Stock .. 2,000,000 0 0 

400,000 Deferred Shares of £1 
each 400,000 0 0 

£5, 000, 000 0 0 

Capital Issued — — 

^1,200,000 Five per cent. Cumula- 
tive Preference Stock , . . . 1,200,000 v 0 

^1,400,000 Ordinary Stock . . . . 1,400,000 0 0 

^2, 000, 000 Deferred Stock . . . . 2,000,000 0 0 

6,891 Deferred Shares of ^1 each 

fully paid . . . . . . 6,891 0 0 


£ 


Forward 


4,606,891 0 0 

4,606,891 0 0 
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MANUFACTURERS LIMITED 

FOR THE YEAR ENDED 31 ST AUGUST 1934 


By Balance from last year’s Ac- 
count after appropriations there- 
out 

Profit for the Year on Trading 
after making provision for De- 
preciation and writing down of 
Properties and Investments, Bad 
and Doubtful Debts and includ- 
ing Dividends and Interest re- 
ceived and receivable from Sub- 
sidiary Companies 

Note. — The actual Profit, as 
defined above, of the Parent 
Company, together with its pro- 
portion, (based on Shareholding), 
of Profits less Losses of the Sub- 
sidiary Companies, for their re- 
spective financial years ending 
within the year to 31st August, 
1934, amounts to ^671,072 17s. 
3d. 

,, Interest and Dividends on 
British Government Securities 
and other Investments 
,, Transfer Fees 


261,417 


69,832 7 

584 19 


742,468 12 


u 1,003,885 15 11 


3 1st August 1934 

Assets 

Land, Buildings, Plant, Machinery, 
Fittings and Fixtures as valued 
at 31st August, 1929, plus additions 
at Cost, less Sales, Depreciation and 
amounts written off to 31st August, 

1933 

Additions (including Properties cov- 
ered by agreements for purchase 
but not yet conveyed or assigned 
to the Company) less Sales and 
Amounts written^off during the , 
year . . . . . . 


Less : Depreciation for the year 


2,089,816 


2,350,172 7 6 

74,290 0 0 


2,275,882 


Forward 


1^2,275 882 
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THE WALL PAPER 

BALANCE SHEET 


Forward 

Four per cent. First Mortgage 
Debenture Stock 

Consideration due to Vendors for 
Businesses acquired, to be satis- 
fied by : — 

Allotment of Shares to the Nom- 
inal amount of . . 

Payment of Cash 

Creditors and Provision for Tax- 
ation 

Amount Owing to Subsidiary Com- 
pany — less Dividend since declared 

Workmen’s Compensation Insur- 
ance Fund 

Reserve Fund — 

Balance as at 31st August, 1 933 
Less Amount Transferred to Good- 
will Account 

Profit and Loss Account — Balance 
for Appropriation 


738,411 0 0 

1,786,405 3 4 


1,000,000 0 0 

850,000 0 0 


£ s d 
4,606,891 0 0 

1,014,214 0 0 


2,524,816 3 4 
365,787" 8 0 
9,198 16 8 
18,067 15 7 

150,000 0 0 
674,365 11 8 


Alan V. Sugden, Chairman. 
Geo. A. Orme, 

W. H. Watson 
S. A. Purchese, Secretary. 


} 


Directors. 


£9,363,340 15 3 


As regards the profits of Subsidiary Companies for their financial years 
ended within the year to 31st August, 1934, the aggregate Dividends received 
and receivable by the Company from Subsidiary Companies are slightly in 
excess of the actual profits earned by those Companies at' d such dividends have 
been included in the above Profit and Loss Account. 

Full provision has been made in the Accounts of this Company for its 
proportion of the losses sustained by Subsidiary Companies. Such losses 
have been either carried forward in the Accounts of those Companies or pro- 
vided for out of their undistributed profits. 

Alan V. Sugden, Chairman. 
Geo. A. Orme. \ Direciors 
W. H. Watson, f Utrectors - 
S. A. Purchese, Secretary. 
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MANUFACTURERS LIMITED— (cont.) 


31st August, 1934 {continued) 


Forward 

Shares in Subsidiary Companies, at 
or below cost 

Advances to, and Debts Due from 
Subsidiary Companies, including 
Dividend since declared less Reserves 

British Government Securities and 
Other Investments, at amounts 
realised if since sold or at redemption 
or market value whichever is the 
lower . . 

Stock in Trade 

Debtors and Bills Receivable, less 
Reserves 

Insurance, Etc. , paid in advance 

Cash at Bankers and in Hand 

Goodwill, Patents, Processes and 
Trade Marks — 

As per last Balance Sheet 
Less Amount appropriated from 
Profit and Loss Account 
Balance at 31st 

August, 1933. . 98,815 8 7 

Balance trans- 
ferred from 
Reserve 

Fund .. 850,000 0 0 


£ 


948,815 


s 


8 


Add Valuation in Respect of 
Businesses acquired, less pre- 
mium on Shares issuable in 
part payment of Purchase con- 
siderations 

Deduct Increase in valuation of 
British Government securities 


948,815 8 


1,843,944 11 
360,912 2 


2,275,882 7 6 

1,691,004 17 7 


61,385 10 3 


2,142,138 6 0 
845,372 8 7 

278,379 14 2 
11,663 13 7 

574,481 8 10 


7 


7 


8 


11 


1,483,032 8 9 


U9, 363,340 15 3 


Report of the Auditors to the Members of the Wall 
Paper Manufacturers Limited 

We have audited the Balance Sheet of your Company, dated 31st August, 
1934, as above set for**i, and have obtained all the information and explana- 
tions we have required. In our opinion such Balance Sheet is properly drawn 
up so as to exhibit a true and correct view of the state of the Company’s affairs, 
according to the best of our information and the explanations given to us and 
as shown by the Books of the Company. 

We have also audited the Stock and Share Registers of the Company for 
the year ended 31st August, 1934, and certify that all transfers and allotments 
have been correctly recorded therein, and the relative Certificates properly 
authorised and that the totals of the Balances on the said Registers agree 
with the amounts of Issued Capital and Mortgage Debenture Stock shown in 
the above Balance Sh«et. 
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THE WESTINGHOUSE BRAKE AND 

BALANCE SHEET ax 


Share Capital — 

Authorised in Shares of £1 each 

Issued — 1,122,372 Shares of pleach, 
fully paid 

General Reserve — 

As at 30th September, 1933 
Reserve for Losses of Subsidiary 
Companies — 

As at 30th September, 1933 
A dd Appropriation from Profit 
and Loss Account, Year to 30th 
September, 1934 

Sundry Trade Creditors, including 
Deposit received in Promissory Notes 
on Contract Work in Progress, Re- 
serves for Accruing Expenses, Taxa- 
tion and Contingencies 
Amount owing to Subsidiary Com- 
pany on Current Account 
Amount owing to Associated Com- 
pany on Current Account 

Profit and Loss Account — 
Balance of Profit brought forward 
Profit for year to date as per an- 
nexed Account 


£ s d 

1,200,000 0 0 


10,000 0 0 

22,352 0 0 


778,395 1 9 

44 7 0 

423 3 0 

2,324 12 2 

23,615 3 1 


£ s d 


1,122,372 0 0 

130,000 0 0 


32,352 0 0 


778,862 11 9 


25,939 15 3 


Contingent Liability on partly 
paid Shares, ^1,509. Contingent 
Liability on Promissory Note sold 
^33,484 11s. 

The Company’s Bankers hold a 
Debenture charged on the Assets of 
the Company as security against 
overdraft when required. 


Forward 


£ 


2,089,526 7 0 



SAXBY SIGNAL COMPANY LIMITED. 

30th September, 1934 
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Patents, Licences and Goodwill — 
At Cost less amounts written off 

Freehold Property, Sidings and 
Tramways — 

At Cost 

Less Depreciation Reserve 

Plant and Machinery — 

At Cost 

Less Renewals and Depreciation 
Reserves 

Loose Tools and Patterns — 

At Cost, less amounts written off 

Office Fixtures and Appliances — 
At Cost, less amounts written off 

Investments in and Amounts owing 
from Subsidiary Companies — 
Shares as valued in 1920 with 
subsequent additions at Cost . . 
Debentures (Nominal .£4,222) at 
Cost less amount repaid 
Advances and Current Accounts 

Investments in and Amount owing 
from Associated Companies — 
Shares as valued in 1920 with 
subsequent additions at Cost . . 
Current Account 

Stocks of Materials and Work in 
Progress 

Sundry Debtors — Less Reserve for 
Doubtful Debts 

Bills Receivable 

Payments in Advance and Deferred 
Charges to Revenue 

Assets in Foreign Countries sub- 
ject to Exchange Restrictions — 
Book Debts and Cash with 
Bankers 

Promissory Notes lodged with Bank- 
ers and Others as security in connec- 
tion with Contract . . 

Bank Deposits in Australia — 

Less Reserve for Loss in Exchange . . 


Forward 


L 

s 

d 

£ 

s 

d 




55,708 

1 

9 

249,212 

5 

6 




49,078 

7 

5 

200,133 

18 

1 




376,772 

10 

6 




192,074 

9 

11 

184,698 

0 

7 








29,737 

3 

8 




12,207 

12 

10 

417,892 

15 

4 




3,167 

0 

0 




50,212 

8 

2 

471,272 

3 

6 





214,926 

5 

1 




92 

14 

3 

215,018 

19 

4 







320,320 

8 

9 

91,849 

1 

1 




66,844 

8 

9 




3,878 

8 

7 




3,901 

11 

4 

166,473 

i 

9 

9 







419,386 

9 

4 




5,987 

10 

5 




^2,080,943 18 

0 
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THE WESTINGHOUSE BRAKE AND 


BALANCE SHEET at 



Forward 

£2,089,526 7 0 

■ 


£2,089,526 7 0 


Auditors’ 

We report to the Members of the Company that we have examined the 
of the Company, and that we have obtained all the information and explana 
up, so as to exhibit a true and correct view of the state of the Company’s 
us, and as shown by the Books of the Company. 

London, 1th January, 1935. 


Statement in Regard to 

The profits made by one Subsidiary Company during its last financial 
dividend receivable from that Company. ' The other Subsidiary Companies 
forward in the Accounts of those Companies or set against undistributed 
sustained by all the Subsidiary Companies as above exceeds its share of the 
vided for out of the Profits of the year. 


PROFIT AND LOSS ACCOUNT for the 



£ 

s 

d 

To Depreciation of Machinery, Plant, Tools, Patterns, 




Patents, etc. 

25,763 

0 

1 

,, Directors’ Fees . . 

2,105 

5 

0 

(The total amount of Fees paid to the Directors by 
the Company and its Subsidiaries was £2,585 5s.). 




,, Interest 

798 

19 

9 

,, Provision for Losses on Exchange, less Gains 

I 814 

16 

4 

,, Provision for Losses of Subsidiary Companies . . 

| 22,352 

0 

0 

,, Provision for Income Tax . . . . . . . . 

! 10,638 

4 

6 

„ Balance being Net Profit for the Year . . 

23,615 

3 

1 


£86,087 

8 

9 
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SAXBY SIGNAL COMPANY LIMITED— (cont.) 

30th September, 1934 


Cash at Banks and in Hand 

Signed on behalf of the Board. 


SOUTHBOROUGH 

B. H. Peter 


> 


Directors. 


Forward 


£2,080,943 18 0 
8,582 9 0 


£2,080,526 7 0 


Report 

above Balance Sheet dated 30th September, 1934, with the Books and Vouchers 
tions we have required. In our opinion the Balance Sheet is properly drawn 
affairs, according to the best of our information and the explanations given to 

Price, Waterhouse & Co., 
Auditors . 


Subsidiary Companies 

year have been brought into this Company’s Accounts to the extent of the 
incurred losses during their last financial years, which losses have been carried 
profits of previous periods. This Company’s proportion of the nett losses 
undistributed profits earned by approximately £22,352, which has been pro- 

SOUTHBOROUGH 

B. H. Peter f Directors . 


YEAR ENDED 30TH SEPTEMBER, 1934 


By Profit on Trading, Dividends and Interest 
,, Profit on Sale of Argentine Government 4% Ster- 
ling Bonds, 1933 

,, Transfer and Registration Fees 


£ s d 
74,908 16 5 

11,141 9 10 
37 2 6 


£86,087 8 9 




UNILEVER LIMITED 

Statement of Consolidated Profits and Proposed Appropriations 


263 


1933 


| 1934 

Unilever 

Unilever 


Unilever 

Unilever 

Limited. 

N.V. 


Limited. 

N.V. 

£ 

fl. 

The Consolidated Net Profit for the year, in- 

£ 

fl. 



eluding the Companies’ proportion of the profits 
less losses of all Companies forming part of the 



1,635,787 

14,007,616 

Unilever Organisation, amounted to 

Of this amount, there have been retained by Sub- 

1,805,533 

14,684,846 



sidiary and Associated Companies Allocations 
to Reserves and Undistributed Profit Balances 



472, ?48 

882,764 

amounting to 

577,103 

927,031 



Leaving a Profit, which includes the results of Sub- 



1,163,539 

13,124,852 

sidiary and Associated Companies only to the 
extent to which dividends have been or are to be 
received therefrom, of 

1,228,430 

13,757,815 

To this has been added the balance brought for- 



ward from 1933 (in the case of Unilever Ltd. 
after deduction of £14,148 exchange difference 



91,000 

1,554,273 

on Final Ordinary Dividend, 1933) 

106,718 

1,737,115 

1,254,539 

14,679,125 

Making a Balance on Profit and Loss Account of . . 

1,335,148 

15,494,930 



| 

Out of which the following Dividends have been 
declared and paid during 1934 : — 

Dividends on the 7% Cumulative Preferred Cap- 



190,400 

2,381,470 

ital, paid 1st June and 1st December 

Interim Dividend on the Ordinary Capital, paid 
1st December, 1934, of 24 cents per £1 Stock or 
per Fl. 12 calculated for sterling at Fl. 7.385= £1 

190,400 

2,381,470 

339,562 

3,405,270 

(7.8d. per £1 Stock) 

367,859 

3,405,270 

529,962 

5,786,740 


558,259 

5,786,740 

724,577 

8,892,385 

Leaving a balance available for distribution of . . 

776,889 

9,708,190 



Which, it is proposed, should be allocated as 
follows : — 



— 

1,000,000 

Transfer to General Reserve 

— . 

— 

250,000 

2,750,000 

Transfer to Reserve for Contingencies 

Payment of a final Dividend on the Ordinary 
Capital of 24 cents per £1 Stock or per Fl. 12 

100,000 

2,500,000 

353,711 


(provisionally calculated for sterling at 



3,405,270 

Fl. 7.20— £1) 

377,292 

3,405,270 

603,711 

7,155,270 


477,292 

5,905,270 

120,866 

1,737,115 

Leaving a balance to be carried forward to 1 935 of 

299,597 

3, 802, 920 
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UNILEVER 

BALANCE SHEET, 


1933 

£ 


14,138,750 

6 , 000,000 

175,091 

1,433,914 


724,577 


£22,472,332 


Capital and Liabilities 


Capital — 

7% Cumulative Preferred 

Ordinary 

Deferred 


General Reserve 

Creditors — 

Trade and Sundry Accounts and Reserves for Accrued Expenses 
and Taxation 

Unilever N.V. — Current Account 

Profit and Loss Account — 

Balance per Profit and Loss Account 

Less Dividends on 7% Cumulative Preferred 
Stock paid 1st June and 1st December . . £190,400 
Interim Dividend on Ordinary Stock paid 
1st December 367,859 


£ 

Authorised 
Shares and 
Stock 

£ 

Issued 

Stock 

3,000,000 

12,000,000 

200,000 

2,720,000 

11,318,750 

100,000 

15,200,000 

14,138,750 


-6,000,000 


202,995 

1,079,634 

1,335,148 


558,259 

776,889 



£22,198,268 


To the Members of Unilever Limited 

We report that we have examined the above Balance Sheet with the books of the Company and have 
is properly drawn up so as to exhibit a true and correct view of the state of the Company’s affairs as at 
shown by the boohs of the Company. 

London, E.C., 15 th April, 1935. 


Dr. PROFIT AND LOSS ACCOUNT 


£ 1 


£ 

99,912 

Gen eral Administration Expenses and Income Tax 

84,486 

1,254,539 

Balance to Balance Sheet 

1,335,148 

£1,354,451 


£1,419,634 


The Profits of Subsidiary Companies are included in the above Account to the extent to which they are 
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limited 


31st December, 1934 


1933 

£ 

A ssets 

£ 

£ 

19,486 } 5S? 

Investments at Cost, viz. — 

Subsidiary Companies — 

As per Balance Sheet 31st December, 1933 

Acquired in 1934 

Associated Companies — 

As per Balance Sheet 31st December, 1933 

14,707,783 

50 

14,707,833 

4,778,805 

19,486,638 

Loans and Current Accounts- - 
Subsidiary Companies (including Dividends receivable) 

882,357 

1,915,894 

Associated Companies (including Dividends receivable) and 
other Accounts 

797,068 

1,679,425 

1,069,851 

Cash at Bankers and in Hand and ShortTerm Advances 


1,032,205 

£22,472,332 

E. D’arcy Cooper, 1 

Georg Schicht, y Directors. 

R. J. H. Patijn, j 


£22,198,268 


obtained all the information and explanations we have required. In our opinion the above Balance Sheet 
31st December, 1934, according to the best of our information, and the explanations given to us and as 

Price, Waterhouse & Co., \ . A A „ , . 

Cooper Brothers & Co., ^-Chartered Accountants. 


YEAR ENDED 31st December, 1934 Cr , 


£ 

91 000 

Balance Brought Forward from 1933 

Less Difference in Exchange on Final Ordinary Dividend, 1933 

£ 

120,866 

14,148 

£ 

106 718 

1,263,451 

Profit for the Year 1934, including Dividends receivable from 
Subsidiary and Associated Companies 


1,312,916 

£1,354,451 



£1,419,634 


to be received in Dividends. No losses have been incurred by Subsidiary Companies. 


F. D’arcy Cooper, ") 

Georg Schicht, y Directors. 
R. J. H. Patijn, J 
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UNILEVER N.V. 


Translation 
BALANCE SHEET, 



Capital and Liabilities 

fl. 


1933 

fl. 

ft- 

Share Capital — 

Authorised 

Issued 

7% Cumulative Preferred Shares 

100,000,000 

34,021,000 


Ordinary Shares 

250,000,000 

170,263,500 

204,284,500 


350,000,000 

204,284,500 


General Reserve — 




Balance at 31st December, 1933 

99,000,000 


99,000,000 

A dd Allocation from Profits of 1933 

1,000,000 

100,000,000 



Creditors — 



Trade and Sundry Accounts, Deposits and Reserves for 



4,203,163 

Accrued Expenses and Taxation 


3,272,563 

Associated Companies — 


4,503,636 

Current Accounts and other Balances 


3,646,054 

Profit and Loss Account — 

Balance per Profit and Loss Account 

Less Dividends on 7% Cumulative Pre- 
ferred Shares paid 1st June and 1st 

December . . . . . . . . fi. 2,381,470 

Interim Dividend on Ordinary Shares 
paid 1st December 3,405,270 

15,494,930 

5,786,740 





8,892,385 

9,708,190 



ft. 320,883,684 

... 



fl. 320,911,307 






To the Members of Unilever N.V. 

We report that we have examined the above Balance Sheet with the books of the Company and have 
considerable balances with Associated Companies and others in countries in which there are restrictions 
a true and correct view of the state of the Company’s affairs as at 31st December, 1934, according to the 

London, E.C., 15^ April, 1935. 


Dr. PROFIT AND LOSS ACCOUNT 


ft- 


fl. 

587,766 

General Administration Expenses 

549,250 

18,000 

Directors’ Fees 

18,000 

14,679,125 

Balance to Balance Sheet 

15,494,930 

fl. 15,284,891 


fl. 16, 062, 180 


r 



The Profits of Subsidiary Companies are included in the above Account to the extent to which they are 



ROTTERDAM 
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OF 

31 st December, 1934 


1933 

fl- 


214,366,691 


82,039,700 

11,657,723 

12,619,570 


fl. 320,883,684 


Assets 

fl. 

214,566,691 

16,014 

Investments, viz. — 

Subsidiary Companies : 

As per Balance Sheet 31st December, 1933. . 
Acquired in 1934 

Loans and Current Accounts — 

Subsidiary Companies (including Dividends Receivable) 
Associated Companies and other Accounts 

17,252,341 

68,228,939 

Unilever Limited — Current Account (£1,079,634) . . 

Cash and Bullion at Bankers and in Hand 

Note in order to comply with the prov isions of Art. 42 of the 
Dutch Commercial Code. 

“Investments in Subsidiary Companies ” are included 
at cost price, whilst all debtors are shown at their nom- 
inal value after making full allowance for doubtful items. 
Debts in foreign currencies are taken at the rates of ex- 
change at 31st December, 1934. 


F. D’arcy Cooper, 'j 

Georg Schicht, y Directors. 

R. J. H. Patijn, J 



ft 


214,582,705 


85,481,280 

7,870,535 

12,976,787 


fl.320,911,307 


obtained all the information and explanations we have required. Loans and Current Accounts include 
on the transfer of currency. In our opinion the above Balance Sheet is properly drawn up so as to exhibit 
best of our information, and the explanations given to us and as shown by the books of the Company. 


Price, Waterhouse & Co., 
Cooper Brothers & Co., 


^ Chartered 


Accountants 


YEAR ENDED 31st December, 1934 


O. 


fl * 

1,554,273 

13,730,618 


Balance Brought forward from 1933 

Profit for the Year 1934, including Dividends receivable from Sub- 
sidiary Companies 


fl. 

1,737,115 

14,325,065 


fl, 15,284,891 


fl.16, 062,180 


to be received in Dividends. No losses have been incurred by Subsidiary Companies. 

F. D’arcy Cooper, 
Georg Schicht, 

R. J. H. Patijn, 


► Directors . 
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UNILEVER LIMITED 

SUMMARY OF THE BALANCE SHEETS OF THE 
at 31 st December, 



Lever 

Brothers 

Limited. 

Jurgens 

Limited. 

Van den 
Berghs 
Limited. 

Anton 
Jurgens’ 
Ver. Fab. 
N.V. 

Van den 
Bergh's 
Fab. 
N.V. 

Holl. Ver. 
tot Expl. van 
Marg. Fab. 
N.V. 

Capital — Issued — 

£ 

£ 

£ 

fl. 

fi. 


Preference, Preferred 







Ordinary and Priority 

52,869,584 

2,500,000 

3,387,500 

100,698,000 

40,000,000 

24,000,000 

Ordinary 

6,500,000 

2,500,000 

750,000 

66,000,000 

21,000,000 

12,000,000 


59,369,584 

5,000,000 

4,137,500 

166,698,000 

61,000,000 

36,000,000 

Debentures 

5,608,487 

. — . 

— . 

— 

10,500,000 

* — 

General Reserve 

1,750,000 

200,000 

500,000 

! 24,000,000 

7,531,744 

5,000,000 

Creditors 

1,104,213 

118,743 

135,371 

1,036,229 

3,391,230 

98,138 

Profit and Loss Ac- 





count 

6,568,844 

382,254 

436,249 

13,000,919 

5,337,734 

2,888,142 

Less — 

Interim Dividends paid 






during 1934 . . 

2,369,121 

87,500 

182,479 

3,017,940 

1,650,000 

690,000 

Appropriations to Con- 
tingencies and General 



Reserves 

500,000 







71,532,007 

5,613,497 

5,026,641 

201,717,208 

86,110,708 

43,296,280 









APPROPRIATION OF PROFITS 



Lever 

Brothers 

Jurgens 

Van den 
Berghs 

Anton 
Jurgens’ 
Ver. Fab. 

Van den 
Bergh’s 
Fab. 

Holl. Ver. 
tot Expl. van 
Marg. Fab. 


Limited. 

Limited. 

Limited. 

N.V. 

N.V. 

N.V. 


£ 

£ 

£ 

fl. 

fl. 

fl. 

Net Profit 1934 

6,302,875 

265,146 

365,024 

12,265,196 

5,199,548 

2,749,986 

Balance from 1933 . . 

265,969 

117,108 

71,225 

735,723 

138,186 

138,156 


6,568,844 

382,254 

436,249 

13,000,919 

5,337,734 

2,888,142 

Appropriated as fol- 
lows : — 

Dividends on Preference 
and Preferred Ordinary 







Capital 

4,787,065 

155,312 

271,718 

6,035,880 

3,300,000 

1,380,000 

Dividends on Ordinary 
Capital 

975,000 

96,875 

72,656 

5,280,000 

1,575,000 

960,000 

Bonuses, Directors’ and 



Staff 

— 

— 

. — 

408,477 

189,955 

124,599 

General Reserve 

250,000 

— . 

— 


— . 

— 

Reserve for Contingencies 

250,000 

— 

— 

500,000 

100,000 

250,000 

Balance to 1935. . 

306,779 

130,067 

91,875 

776,562 

172,779 

173,543 


0,568,844 

382,254 

■ 436,249 

13,000,919 

5,337,734 

2,888,142 
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AND UNILEVER N.V. 

PRINCIPAL SUBSIDIARY AND ASSOCIATED COMPANIES 
1934 



Lever 



Anton 

Van den 

Holl. Ver . 



Van den 

Jurgens' 

Berglis 

tot Expl. van 


Brothers 

Jurgens 

Berghs 

Ver . Fab. 

Fab. 

Marg. Fab. 


Limited 

Limited. 

Limited . 

N.V. 

■ N.V. 

N.V. 


£ 

£ 

£ 

fl . 

fi. 

fl. 

Land, Buildings, Ma- 







chinery, etc., less De- 
preciation 

6,275,508 

693,348 

723,251 

1 

8,277,050 


Investments in and Net 



Balance of Loans and 
Current Accounts 
with Subsidiary and 
Associated Companies 







(including Dividends 
and Profits receivable 
therefrom) 

62,325,316 

4,761,881 

4,017,948 

199,106,614 

75,582,434 

42,388,710 

Other Investments . . 

Stocks 

Debtors 

Cash and Bullion at 

763,546 

1,127,641 

66,367 

1,589 

131,309 

45,353 

18,592 

1,500 

31,738 

414,030 

299,071 

500 

71,874 

397,273 

Bankers and in Hand, 
and Short Term Ad- 







vances 

1,039,996 

90,312 

90,188 

2,537,219 

1,500,385 

709,797 


71,532,007 

5,613,497 

5,026,641 

201,717,208 

86,110,708 

43,296,280 








CONSOLIDATED STATEMENT OF WORKING CAPITAL 
of Unilever Limited and Unilever N.V. and all Subsidiary and Associated Companies in which 

EITHER OF THESE TWO COMPANIES DIRECTLY OR INDIRECTLY HOLDS 50 PER CENT. OR OVER OF THE ORDINARY 

Capital. 


Current Assets : — 

Stocks at or below Cost 

Debtors and Pre-Payments less Reserves 

Marketable Investments at or under Market Value 

Cash at Bank and in hand. Bullion, Treasury Bills and Short Term 
Advances . . 


Deduct ; 

Current Liabilities including Provision for accrued dividends on all Pre- 
ferred Capital and for dividends on the Ordinary Capital of Subsidiary 
and Associated Companies held by Third Parties 


Inter-Group Balances 

Net Current Assets 

Combined Net Current Assets {including surplus cash in Countries with re- 
stricted currencies amounting to the equivalent of approximately 
£1,180,000) 


Unilever 

Limited 

Group. 

Unilever 

N.V. 

Group. 

21,882,000 

8.933.000 

2.892.000 

fl. 

65.565.000 

43.334.000 
9,827,000 

4,939,000 ! 

47,102,000 

38,646,000 

165,828,000 

13,258,000 

61,400,000 

25,388,000 

1,442,000 

104,428,000 

10,512,000 

23,946,000 

114,940,000 


£39,713,000 
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WIGGINS, TEAPE AND COMPANY (1919) LIMITED 

STATEMENT OF PROFITS FOR THE YEAR 1934 


m3 





£ 


The aggregate Profit of Wiggins, Teape & Co. (1919) Ltd. 


£ 



and Subsidiary Companies for the year 1934, shewn by 
the summary of Profit and Loss Accounts, amounts to ( see 



429,273 


page 12)* 


451,815 



Add — 



22,153 

17,606 

4,547 

(а) Surplus on Taxation credited by Subsidiary Companies. . 

(б) Interest capitalised in Accounts of Subsidiary Company 
during construction of new Power Station 

14,430 

2,250 

16,680 




451,431 




468,495 

* 

Deduct — • 



46,863 

(a) Depreciation written off in Subsidiary Companies 

51,580 


54,223 

7,360 

( b ) Development Expenses written off m Subsidiary Com- 
pany 

258 

51,838 




397,208 




416,657 


Deduct — 




(a) Dividends since declared and proportion of Profits less 




39,512 

Losses of Subsidiary Companies applicable to outside 
shareholders 

34,679 



(6) Profits retained by Subsidiary Companies and attribut- 



43,486 

3,974 

able to this Company’s shareholdings therein 

119 

34,798 


The Balance of Profits available to Wiggins, Teape & 






353,722 


Co. (1919) Ltd., amounts to (see page 9)0 

Deduct — 


381,859 


68,750 

{a) Interest on Redeemable 5i % Mortgage Debenture Stock 
(b) Dividend at the rate of 7% per annum, less Income Tax, 

68,750 



48,205 

on the Cumulative Preference Shares to the 30th June, 
1934 

48,205 



(c) Interim Dividend of 3% (actual), less Income Tax on the 



47,535 

Ordinary Shares, paid on the 1st December, 1934 

47,535 



2,885 

{d) Income Tax 

11,825 



17,000 

(e) Amount transferred to Depreciation Reserve 

(/) Depreciation written off Leases, Dandy Rolls, Motor 

i 18,790 



2,436 

Vehicles, etc. 

(g) Provision for the share of Losses incurred by two Allied 

2,748 




Companies attributable to this Company’s shareholdings 




2,433 

therein 

2,941 


189,244 

— 

(k) Transfer to Reserve against Trade Investments . . 

3,500 

204,294 




164,478 


Add— 


177,565 

50,209 


Balance brought forward from last year 


51,540 



The Balance of Profits Available for appropriation 





in the Accounts of Wiggins, Teape & Co. (1919) Ltd., 



£214,687 


amounts to 


£229,105 







* Page 278 in this book (f) Page 274 in this book 
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WIGGINS, TEAPE AND 

BALANCE SHEET 
(Adjusted to 


31st Dec., 
1933 


£ 

1.385.000 

1.615.000 

£ 

£ 

1.385.000 

1.615.000 

Share Capital — 

Authorised : 

1.385.000 7% Cumulative Preference Shares of £1 each 

1.615.000 Ordinary Shares of £1 each 

£3,000,000 

3,000,000 Shares. 

£3,000,000 


1,377,289 

1,584,517 

Issued : 

1,377,289 7% Cumulative Preference Shares of £1 each, fully paid 
1,584,517 Ordinary Shares of £1 each, fully paid 

1,377,289 

1,584,517* 


2,961,806 

2,961,806 Shares. 


2,961,806 


1,250,000 

12,891 

Redeemable 5}% Mortgage Debenture Stock 

Add — Interest accrued, less Income Tax thereon . . 

1,250,000 

13,320 


1,262,891 



1,263,320 



212,591 

40,400 

48.000 

20.000 
17,500 
19,594 

Creditors, including Accrued Charges and Specific Reserves 

Trade Creditors £240,868 

Provision for Accrued Charges 28,795 

Pension Funds and Deposits Fund Loan Accounts . . 51,657 

Reserve against Losses on Exchange . . . . 20,000 

Reserve against Trade Investments 21,000 

Reserve against share of losses in Subsidiary and Allied 

Companies 48,802 



358,085 



411,122 




Reserve Account — 

As at 1st January, 1934 

A dd — Amount transferred out of Profits for the year 1933 

299,284 

35,716 


299,284 

214,687 

Less — Amount transferred to Subsidiary Company to write 
down certain Fixed Assets 

335,000 

44,442 

290,558 

229,105 

Profit and Loss Account, as per pages 8 and 9* 

Notes. — 

(1) There are contingent liabilities in respect of a guarantee on 
account of Preference Capital up to £385,000 and Cumulative Divi- 
dends thereon of Wiggins, Teape & Alex. Pirie (Merchants) Limited, 
and a guarantee of the Preference Dividend of a Subsidiary Com- 
pany, amounting to £2,198 5s, per annum. 

(2) The Company has covenanted to pay sums amounting to 
£5,908 per annum for a maximum of 40 years from the 31st March, 
1931, to the Company’s Pension Funds in addition to its ordinary 
contributions. 


£5,096,753 



£5,155,911 






* Pages 274 and 275 in this book. 


Report of the Auditors to the Members 

We report that we have audited the above Balance Sheet and have obtained all the information and 
a true and correct view of the state of the affairs of the Company as at the 31st December, 1934, according 


3 Frederick’s Place, 

Old Jewry, London, E.C.2. 

UthMavim. 
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COMPANY (1919) LIMITED 


31st December* 1934 
nearest £) 


31st Dec., 
1933 

196,479 

Cash at Bankers and in Hand 


£ 

£ 

148,421 

499,956 

873,929 

97,724 

Debtors and Payments in Advance — 

Amounts owing by Subsidiary Companies : 

Loans 

Current Accounts 

Final Dividends for 1934 

. . £646,971 
. . 776,163 

. . 99,580 



1,471,609 
8,284 « 
2,400 



1,522,714 

13,158 

353 


Payments in advance and Sundry Debtors 

Balance of Income Tax recoverable from Shareholders . . 


1,482,293 




1,536,225 




149,474 

102,351 

Stock-in-Trade as valued by the Directors — 

Paper and other Finished Products 

Raw Materials and Stores 


107,891 

106,700 


251,825 




274,591 




627,866 

737,508 

38,699 

25,493 

352 

17,653 

Freehold Paper Mills, Land, Fixed Plant, Machinery and 
Fixtures, Leasehold Premises, Railway Sidings, Loose 
Plant, Tools, Utensils, Rolling Stock and Dandy Rolls, at 
Cost, less Depreciation and amounts written off — 

Freehold Land (including Water Rights), Railway Sidings, 

Buildings, etc £630,442 

Fixed Plant and Machinery 747,031 

Loose Plant, Tools, Utensils, etc 38,505 

Leasehold Property 25,253 

Motor Vehicles 235 

Furniture, Fittings, Dandy Rolls, etc 18,321 



1,447,571 

226,000 

Deduct : 

Depreciation Reserve Account 



1,459,787 

227,903 

: 

1,221,571 




1,231,884 




50,100 

35,833 

1,701,510 

Investments, at cost — 

Trade Investments 

Shares in Allied Companies . . 

Shares in Subsidiary Companies 


50,100 

36,338 

1,721,260 


1,787,443 




1,807,698 




157,142 

Goodwill, at cost, less amounts realised 

Portal, 1 

L. W. Farrow, J 
Sissons, Bersey, Gain, Vincent & Co., \ 
Chartered Accountants.) 

Directors. 

Accountants. 


157,092 

£5,096,753 




£5,155,911 







of Wiggins, Teape & Co. (1919) Limited 

explanations we have required. In our opinion, such Balance Sheet is properly drawn up so as to exhibit 
to the best of our information and the explanations given to us and as shown by the Books of the Company. 


Price, Waterhouse & Co.,\ 

Chartered Accountants, f AuAliois 
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WIGGINS, TEAPE AND 


PROFIT AND LOSS ACCOUNT 


31st Dec ., 
1933 
£ 


£ 

315 

Audit Fee 

315 

315 

Debenture Trustees’ Remuneration 

315 

2,875 

Directors’ Fees . . 

2,572 

12,922 

(Note. — Directors’ Fees and Remuneration of | 
Directors, amounting to £10,133, have been paid 
by Subsidiary Companies.) 

Pensions and Contributions to Pension Funds and De- 

13,944 


posits Fund 

2,219 

Loan Interest 

2,308 

17,161 

Provision for the share of Losses incurred by two Sub- 
sidiary Companies attributable to this Company’s 
shareholdings therein 

26,267 

353,722 

Balance being Profit for the year 1 934 carried down . . 

381,859 

£389,529 

i 

£427,580 


APPROPRIATION ACCOUNT 


31st Dec . 
1933 
£ 

Interest on Redeemable Mortgage Debenture Stock 

£ 

68,750 

at 5J% per annum for the year 1934 

Dividend at the rate of 7% per annum for the six 
months ended the 30th June, 1934, on the Cumu- 

68,750 

48,205 

lative Preference Shares 

48,205 

47,535 

Interim Dividend on the Ordinary Shares at 3% 

47,535 

2,885 

Income Tax 

11,825 

17,000 

Depreciation Reserve Account 

Depreciation written off Leases, Dandy Rolls, Motor 

18,790 

2,436 

Vehicles, etc. . . 

Provision for the share of Losses incurred by two Allied j 
Companies attributable to this Company’s share- 

2,748 

2,433 

holdings therein 

2,941 

— 

Transfer to Reserve against Trade Investments 

3,500 

214,687 

Balance as per Balance Sheet . . 

229,105 

£403,931 


£433,399 





In accordance with Section 1 26 of the Companies Act, 1929, we report 
of Wiggins, Teape & Co. (1919) Limited, to the extent of the Dividends re 
in the Accounts of Wiggins, Teape & Co. (1919) Limited, for the share of losses 
ings therein. 

Aid gate House, Mansell Street, 

London, E.l. 

Uth May , 1935. 
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COMPANY (1919) LIMITED 

for the Year 1934 


31st Dec., 
1933 
£ 


£ 

218,095 

Trading Profit for the year 1934 

252,686 

140,462 

Dividends receivable from Subsidiary Companies 
(Gross) . . 

142,856 

28,951 

Interest receivable from Subsidiary Companies (Gross) 

31,518 

1,720 

Sundry Interest Receivable (Gross) 

520 


Balance of Reserve made against Stocks of Raw Ma- 
terials and Forward Contracts at the 31st December, 


301 

1930 


£389,529 


£427,580 





for the Year 1934 


31st Dec., 



1933 



£ 


£ 

50,209 

Balance brought forward from the year 1933 

51,540 

353,722 

Balance, being Profit for the year 1934 brought down 

381,859 

£403,931 

i 

£433,399 


that the Profits of Subsidiary Companies have been included in the Profits 
ceivable from such Subsidiary Companies, and that provision has been made 
incurred by Subsidiary Companies attributable to this Company’s sharehold. 


\ Directors . 
L. \V. Farrow, / 
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WIGGINS, TEAPE AND 
AND SUBSIDIARY 


SUMMARY OF BALANCE 
(Adjusted to 

Incorporating the Audited Balance Sheets of the Companies set forth on page 14cp after eliminating the 

the Directors of 


31st Dec. 
1933 
£ 

2,961,806 

1,250,000 

127,431 


Wiggins, Teape & Co. (1919) Limited — 

Share Capital as per page 6* 

Debentures as per page 6* 

Dividends recommended for Payment at Annual General 
Meeting 


£ 

2,961,806 

1,250,000 

127,431 * 


4,339,237 


4,339,237 


1,076,300 

2,878 

18,306 


Subsidiary Companies — 

Preference and Ordinary Share Capital held by outside Share- 
holders 

Debentures and Mortgages 

Proportion of Dividends recommended for Payment at the 
Annual General Meetings, applicable to outside Shareholders . . 


1,097,484 

7,358 


Less Proportion of Debit Balances on Profit & Loss Account 
less Credit Balances & Reserves applicable to outside Share- 
holders 


1,076,300 

2,322 

18,306 

1,096,928 

27,564 


1,090,126 


1,069,364 


393,540 

73,698 

57,496 

20,558 

23,600 

17,500 

2,433 

12,891 


Creditors, including Accrued Charges and Specific Reserves — 

Trade Creditors £408,139 

Provision for Accrued Charges . . . . . . 64,449 

Pension Funds and Deposits Fund Loan Accounts . . 63,333 

Reserves for Income Tax . . . . . . . . 20,327 

Reserve against Losses on Exchange . . . . 23,600 

Reserve against Trade Investments 21,000 

Reserve against share of Losses in Allied Companies . . 5,374 

Interest accrued on Debentures 13,320 


601,716 


619,542 


225,824 

344,925 

78,946 


649,695 


£6,680,774 


Reserve Accounts and Balances on Profit and Loss Accounts 
of Subsidiary Companies existing at dates of acquisition 

Reserve Accounts 

Profit and Loss Accounts as per page 12f 


225,824 

350,483 

79,199 


655,506 


£6,683,649 


<p Page 280 in this book * Page 272 in this book f Pap 278 in this book 
We hereby certify that the above Summary of Balance Sheets is correctly prepared from the Audited 


London, 14 th May, 1935. 



COMPANY (1919) LIMITED 
COMPANIES 


2 77 


SHEETS, 31st December, 1934 
nearest £) 

inter-Company Shareholdings and Debts and after giving effect to the appropriations recommended by 
the several Companies. 


31st Dec. 
1933 




329,195 

2,491 

Cash at Bank, in Transit and in Hand 

24% Conversion Stock 1944-49 

Treasury Bonds 

254,147 

2,500 

£ 

331,686 



256,647 



81,937 

35,833 

Investments, at Cost — 

Trade Investments 

Shares in Allied Companies 

80,697 

36,338 


117,770 



117,035 



805,632 

35,865 

Debtors and Payments in Advance, less Reserves for Bad Debts, 
Discounts and Allowances — 

Trade Debtors 

Payments in Advance 

881,563 

38,917 


841,497 



920,480 



823,597 

341,909 

Stock in Trade — 

Paper and other Finished Products 

Raw Materials and Stores 

814,977 

374,490 


1,165,506 



1,189,473 



1,700,174 

30,770 

2,400,369 

63,697 

44,015 

5,855 

40,776 

Freehold Paper Mills, Land, Fixed Plant, Machinery and 
Fixtures, Leasehold Premises, Railway Sidings, Loose Plant, 
Tools, Utensils, Rolling Stock, and Dandy Rolls, etc., at 
Cost, less Depreciation and amounts written off — 

Freehold Land (including Water Rights), Railway 

Sidings, Buildings.etc. £1,614,550 

Foreign Freehold Properties . . . . . . 32,452 

Fixed Plant and Machinery 2,459,426 

Loose Plant, Tools, Utensils, Dandy Rolls, etc. . . 61,333 

Leasehold Property 42,345 

Motor Vehicles 7,547 

Furniture, Fittings, etc. . . . . . . . . 40,594 



4,285,656 

677,315 


4,258,247 

677,508 


Less Depreciation Reserve Accounts 


3,608,341 



3,580,739 



615,974 

Goodwill Accounts, including Difference between the Values at 
which Inter-Company holdings of Shares are taken as assets into 
the Balance Sheets and their Par Values 


619,275 

£6,680,774 



£6,683,649 


Balance Sheets of the several Companies enumerated on page 14. 

Price, Waterhouse & Co., 

Sissons, Bersey, Gain, Vincent & Co., 
Chartered Accountants 
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WIGGINS, TEAPE AND 
AND SUBSIDIARY 


SUMMARY OF PROFIT AND LOSS 


31st Dec., 
1933 

£ 

Administration and Selling Expenses at Home and 


382,800 

Abroad, including Salaries, Commissions, Travelling 
Expenses, Warehouse Wages, Rent, Rates, Insur- 
ance, Maintenance, Lighting and Heating of Ware- 
houses and Offices, Advertising and Samples, Bank 
Charges, Postages, Printing and Stationery, etc. 

394,911 

24,117 

Pensions and Contributions to Pension Funds and De- 
posits Fund 

26,365 

6,512 

Bad Debts 

8,709 

469 

Loss on Realisation of Property and Investments . . 

1,194 

5,404 

Cost of Maintenance of Mills not in Production 

4,103 

1,808 

Interest on Moitgages and Loans 

3,764 

429,278 

Balance, being Profit for the Year 1934, carried down 

451,815 

■ £850,388 


^890,861 


SUMMARY OF APPROPRIATION 
(Giving effect to the Appropriations recommended 

______ 

1933 


66,299 Depreciation .. . . .. .. . . . . 73,118 

35,716 Transfer to General Reserve . . . . . . . . 50,000 

7,360 Development Expenses written oh . . . . . . 258 

2,433 Provision for share of Losses incurred by Allied 

Companies . . . . . . . . . . . . 2,941 

— Transfer to Reserve against Trade Investments .. 3,500 

Wiggins, Teape & Co. (1919) Limited — 

68,750 Interest on Debentures . . . . . . 68,750 

96,410 Dividends on Preference Shares. . .. 96,410 

126,761 Dividends on Ordinary Shares . . . . 126,761 

291,921 

Subsidiary Companies' — 

Dividends and proportion of Profits less Losses Ap- 
39,512 plicable to outside Shareholders . . . . . . 34,679 

78,946 Balance as per Balance Sheet .. .. .. 79,199 

£ 522,187 ^535,616 



COMPANY (1919) LIMITED 
COMPANIES 
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ACCOUNTS ENDED DURING THE YEAR 1934 


31st Dec., 
1933 
£ 


£ 

837,160 

Gross Profit on Trading 

882,435 

8,262 

Dividends and Interest Receivable 

4,118 

4,665 

Revenue from Properties 

4,308 

SOI 

Balance of Reserve made against Stocks of Raw Ma- 
terials and Forward Contracts at the 315/ December, 
1930 .. .. 


£850,388 


£890,861 


ACCOUNTS ENDED DURING THE YEAR 1934 
by the Directors of the several Companies.) 


31st Dec ., I 
1933 

£ I 

73,641 

429,278 

14,721 

4,547 


£522,187 


Balance brought forward from the Year 1933 
Balance, being Profit for the Year 1934, brought down 
Surplus on Taxation Accounts 

Interest capitalised during construction of New Power 
Station . . 


78,946 

451,815 

2,605 

2,250 


'£535,616 
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WIGGINS, TEAPE AND COMPANY (1919) LIMITED 

List of Wiggins, Teape & Co. (1919) Limited Group 
of Companies and Dates of Balance Sheets included 
in the summarised Balance Sheet on pages 10 and 11* 


Wiggins, Teape & Co, (1919) Limited. 31st December, 1934. 
Alex. Pirie & Sons Limited. 

Pirie *s Photographic Paper Co. Limited. ,, 

Wiggins, Teape & Alex. Pirie (Sales) Limited. ,, 

Pirie, Appleton & Co. Limited. ,, 

Wiggins, Teape & Alex. Pirie (Merchants) Limited. ,, 

Charles Morgan & Co. Limited. 

Allied Paper Merchants (W. T. & Co.) Limited. ,, 

Hamstead (Ronghway) Paper Mills Limited. ,, 

Busbridge & Co. (1919) Limited. ,, 

Portals (John Allen and Sons) Limited. 

William Howard and Son Limited. ,, 

Basted Paper Mills Company Limited. ,, 

Annandale Sc Son Limited. ,, 

St. Neots Paper Mill Co. Limited. ,, 

William Joynson & Son (Sales) Limited. ,, 

S.A. The Anglo Italo Paper Co. ,, 

Dartford Paper Mills Limited. ,, 

Greaseproof Paper Mills Limited. ,, 

Boyden and Smith Limited. ,, 

Raymakers Syndicate Limited. ,, 

Manwood Sales Limited. ,, 

William Joynson Sc Son (Paris) Limited. 31st October, 1934. 

Wiggins, Teape Sc Alex. Pirie (Export) Limited. 31st August, 
1934. 

Alex. Pirie & Sons (Africa) Limited. 31st August, 1934. 

Charles Morgan & Co., Africa (Proprietary), Limited. 30th Sep- 
tember, 1934. 


* Pages 276 and 277 in this book 
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ALUMINIUM 

AND FULLY OWNED 


CONSOLIDATED CONDENSED BALANCE 

(In United 


A ssets 

• $ 

i 

Land, Plants and Facilities, at Cost 

47,645,731.57 


Less : Depreciation and Depletion 

15,449,068.88 

32,196,662.69 

Patents and Trademarks, at Cost 

165,998.48 

: 

Less : Amortization 

20,513.42 

145,485.06 

Investments in Shares of Partially 



Owned Companies 


9,870,259.10 

Advances to Partially Owned Companies 


4,671,130.11 

Qnamortized Expenses Incurred in Con- 
nection with Issues of Bonds and Pre- 



ferred Stock 


1,037,080.58 

Indemnity and Surety Deposits 


140,013.59 

Sinking Fund Balances in Hands of 



Trustees 


23,158.17 

Prepaid Expenses and Deferred Charges 



to Operations 


1,269,253.84 

Current Assets : 

Inventories of Aluminium, Materials 



and Supplies* 

10,599,490.15 


Accounts and Notes Receivable, less 



Reserves 

4,865,434.89 


Marketable Securities, at Cost 

1,257,556.54 


Cash 

1,767,878.08 

18,490,359.66 

Total 


$67,843,402.80 


♦Determined by responsible officials from book and physical inventories 
and valued at cost or market whichever is the lower. 

Approved on behalf of the Board, 
Edward K. Davis, President. 

J. H. Alger, Director and Secretary. 


Collins & Company, Auditors. 
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LIMITED 

SUBSIDIARY COMPANIES 

SHEET 31st December, 1934 
States Dollars) 


Liabilities 

$ 

$ 

Capital Stock : 

Cumulative Redeemable Preferred 
Stock — Par Value per Share $100.00 
Outstanding — 125,046 Shares 

12,504,600.00 

Common Stock — No Par Value 

49Q,875 Shares issued in exchange for 
capital shares of subsidiary and 
other companies . . 

22,988,813.89 

102,004 Shares sold for cash 

2,651,105.00 


Funded Debt : 

5% S.F. Debenture Gold Bonds, due 
1948 (Aluminium Limited) Issued . . 

20,000,000.00 

25,639,918.89 

Less : Bonds Retired . , 

1,882,000.00 


Bonds of Fully Owned Subsidiary 
Companies 

18,118,000.00 

2,045,455.60 


Notes given for Property Purchased, due 
in 1935, 1936 and 1937 


20,163,455.60 

1,500,000.00 

Current Liabilities : 

Accounts Payable 

2,037,459.39 

Bills Payable — Secured 

1,028,481.86 


Bills Payable — Unsecured 

3,433,196.94 


Accrued Items, Not yet due 

367,530.82 


Reserves for Income and Other Taxes 

145,381.69 


Operating Reserves and Deferred Credits 


7,012,050.70 

521,930.68 

Deferred Exchange Gains 


227,888.16 

Surplus 


273,558.77 

Total 


?67, 843, 402.80 

Notes. — Dividends of $15.75 per 
share have accumulated on the pre- 
ferred stock. Contingent liabilities 
exist in respect of a secured note re- 
ceivable discounted in amount 
$250,950.90 and customers* notes dis- 
counted in amounft$13,042.16. 




Approved on behalf of the Board, 

Edward K. Davis, President. 

J. H. Alger, Director and Secretary . 


Collins & Company, Auditors. 
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ALUMINIUM LIMITED 


AND FULLY OWNED SUBSIDIARY COMPANIES 


CONSOLIDATED STATEMENT OF INCOME AND EXPENDITURE 
For the Year ended 31st December, 1934 

(In United States Dollars) 


Net Operating Profit before Interest, De- 
preciation and Depletion, Directors’ Re- 
muneration and Provisions for Income 

1 

$ 

Taxes and Doubtful Accounts 


2,480,329.64 

Add : 


* 

Income from Investments 

505,986.43 


Gain from Sale of Investments . . 

149,562.20 


Gain from Purchase and Redemption of 



Bonds 

Gain from Purchase and Redemption of 
Preferred Shares (prior to 1st October, 

59 , 397.75 


1934) 

Deduct : 

Interest on indebtedness not maturing 
within one year .. $1,206,691.51 

Other Interest . . . . 425,684.35 

Provision for Depreciation and Depletion 

74,286.25 

1,632,375.86 

789,232.63 

3,269,562.27 

(including amortization of patents) 
Directors’ Remuneration (including re- 
muneration to directors of subsidiary 

1,457,778.30 


companies) 

20,629.80 


Provision for Canadian Income Taxes 

3,310.63 


Provision for Doubtful Accounts 

Net Profit for the year carried to Earned 

55,000.00 

3,169,094.59 

Surplus 


$ 100,467.68 


CONSOLIDATED STATEMENT OF SURPLUS 


Earned Surplus — 1st January, 1934 
Net Profit for the year as above 

Earned Surplus — 31st December, 1934 


$ 173,091.09 
100,467.68 

$ 273,668.77 



ALUMINIUM LIMITED 

AND FULLY OWNED SUBSIDIARY COMPANIES 
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Auditors’ Report to Shareholders 


To the Shareholders of Aluminium Limited : 

As b auditors of Aluminium Limited, we certify that, in examining the 
books of accounts of the above named company and its fully owned Canadian 
subsidiary companies for the year ended 31st December, 1934, we have com- 
plied with the requirements of Section 120 of the Companies Act. We have 
examined authenticated monthly statements for the year 1934 of the fully 
owned foreign subsidiary companies, whose books of accounts have been 
audited by other independent auditors to varying dates within the year. 

On the above basis, we report and certify that we have obtained all the 
information and explanations we have required and in our opinion the con- 
solidated balance sheet attached hereto is properly drawn up so as to exhibit 
a true and correct view of the state of the affairs of Aluminium Limited and 
fully owned subsidiary companies as of the 31st of December, 1934, according 
to the best of our information and the explanations given to us and as shown 
by the books of the companies. 

We further certify that the relative consolidated statements of income and 
expenditure and of surplus accounts fairly present the results of operations 
of Aluminium Limited and fully owned subsidiary companies for the year 
ended 31st December, 1934. 

Pursuant to Section 114 of the Companies Act, 1934, we report that the 
profits and losses for the year of the subsidiary companies not wholly owned 
and not consolidated have been included in the consolidated accounts only to 
the extent of dividends declared and received and that such dividends exceeded 
by $214,966.52 your company’s share of the aggregate of profits less losses of 
these subsidiaries for the year. At 31st December, 1934, there was, in the 
aggregate, a net balance at the credit of these subsidiary companies’ surplus 
accounts, of which your company’s share was $996,364.32. 

Collins & Company, 


Auditors. 
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AMERICAN TELEPHONE AND TELEGRAPH CO. 


BELL SYSTEM FINANCIAL STATEMENTS 


The consolidated Bell System Financial Statements which follow on pages 
12* to 16*, inclusive, combine and summarize the accounts of the American 
Telephone and Telegraph Company and its 24 associated telephone com- 
panies listed below. In so far as possible, intercompany duplications have 
been eliminated from these Statements. 


Bell Tel. Co. of Nevada 

The Bell Tel. Co. of Pennsylvania 

The Chesapeake & Potomac Tel. Co. 

The Chesapeake & Potomac Tel. Co. of Baltimore City 
The Chesapeake & Potomac Tel. Co. of Virginia 
The Chesapeake & Potomac Tel. Co. of West Virginia 
The Cincinnati & Suburban Bell Tel. Co. 

The Diamond State Tel. Co. 

The Home Tel. & Tel. Co. of Spokane 
Illinois Bell Tel. Co. 

Indiana Bell Tel. Co. 

Michigan Bell Tel. Co. 


The Mountain States Tel. & Tel. Co . 
New England Tel. & Tel. Co. 

New Jersey Bell Tel. Co. 

New York Tel. Co. 

Northwestern Bell Tel. Co. 

The Ohio Bell Tel. Co. 

The Pacific Tel. & Tel. Co. 

Southern Bell Tel. & Tel. Co. 
Southern California Tel. Co. 

The Southern New England Tel. Co. 
Southwestern Bell Tel. Co. 

Wisconsin Tel. Co. 


On page 230 is shown the percentage of interest of the American Telephone 
and Telegraph Company in the stock of its associated companies except for 
three companies, viz., the Bell Telephone Company of Nevada, The HomeTele- 
phone and Telegraph Company of Spokane, and Southern CaliforniaTelephone 
Company, all of whose outstanding stock is owned by The Pacific Telephone 
and Telegraph Company. In two of the companies, The Cincinnati and Subur- 
ban Bell Telephone Company and The Southern New England Telephone 
Company, the American Telephone and Telegraph Company owns less than a 
controlling interest in their outstanding stock but in view of their close 
relationship to other Bell System companies their accounts have for many 
years been included in the combined Bell System figures. 

The accounts of other companies controlled directly or indirectly by the 
American Telephone and Telegraph Company have not been consolidated. 
The more important of these companies are the Western Electric Company, 
Inc., The Tri-State Telephone and Telegraph Company, Bell Telephone Labor- 
atories, Inc., and 195 Broadway Corporation. Investments in this group of 
companies are shown on the Consolidated Balance Sheet under “ Investments 
in Controlled Companies (not consolidated)” at net worth as derived from their 
respective balance sheets. Dividends and interest received from them are 
included in the Consolidated Income Statement under ,f Other Earnings-- 
Net,” and the Bell System’s proportionate interest in their earnings or deficits 
for the year (after dividends) has also been reflected in this statement. In- 
vestments in other companies, such as Bell Telephone Company of Canada, 
Cuban American Telephone and Telegraph Company, etc., are shown on the 
Consolidated Balance Sheet under “ In vestments in Non-Controlled Companies 
(not consolidated)”, and dividends and interest received from them appear 
in the Consolidated Income Statement under “ Other Earnings — Net.” 

Since January I, 1913, Bell System telephone companies have maintained 
their accounts in accordance with the Uniform System of Accounts pre- 
scribed for telephony companies by the Interstate Commerce Commission and 
now continued in effect by the Federal Communications Commission. This 
system of accounts establishes specific rules in respect of the items to be in- 
cluded in the various accounts which have been prescribed. In accordance 
with these rules, telephone plant has been carried in the accounts (with certain 
exceptions specified in the rules prescribed) at cost. Expenditures for patents 
by the American Telephone and Telegraph Company have been charged off 
as incurred and thus are not included in the asset accounts. 


* Pages 288 to 292 in this book: 0 page 298 in this book 
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BELL SYSTEM 

(Consolidating the accounts of the Amorican Telephone and 

CONSOLIDATED 


A ssets 

Dec . 31, 1934 

Dec. 31, 1933 

Telephone Plant 

Plant and equipment for furnishing ser- 
vice, comprising land and buildings, 
rights of way, poles, wire, cable, under- 
ground conduit, switchboards, tele- 
phones, office furniture, vehicles, tools, 
construction work in progress, etc. 
Includes also Organization and Fran- 
chise costs — $1,993,028 in 1934 and 
$2,026,468 in 1933. 

Investments in Controlled Companies 
(not consolidated) : 

Investments in controlled companies 
at net worth as derived from the 
accounts of these companies. (See 
page ll.)0 

$ 

4,248,186,253 

4,240,672,792 

Stocks 

208,816,934 

215,679,374 

Bonds, Notes and Advances 

Investments in Non-Controlled Com- 
panies (not consolidated) : 

23,461,294 

22,964,688 

Stocks 

37,487,074 

36,799,661 

Bonds, Notes and Advances 
Miscellaneous Investments : 

13,718,453 

13,992,221 

Cash and Securities in Sinking Funds . . 

3,985,753 

3,373,197 

Other Investments 

Principally real estate not now used for 
telephone purposes. 

Current Assets : 

22,939,802 

16,182,752 

Cash and Deposits 

47,728,242 

37,971,120 

Temporary Cash Investments* 

207,597,962 

180,948,715 

Current Receivables 

Interest and dividends receivable, 
working advances, amounts due for 
service, etc., less reserves for un- 
collectible accounts. 

88,051,895 

92,348,254 

■ 

Material and Supplies 

Deferred Debits ; 

49,742,663 

53,564,348 

Discount on Funded Debt 

Prepayments of Rents, Taxes, Directory 

14,250,628 

15,147,015 

Expenses, etc. 

6,832,715 

6,592,069 

Other Deferred Debits ( b ) 

Amounts in closed and restricted banks 
(less reserves) ; materials held pend- 
ing use in deferred construction pro- 
jects ; and other items, the final dis- 
position of which has not been deter- 
mined. 

4,255,018 

i 

4,172,963 

Total Assets . . , . . . 

$4,977,054,686 

$4,940,409,169 



FINANCIAL STATEMENTS 

Telegraph Company*and its 24 Associated Telephone Companies) 
BALANCE SHEET \a) 


Liabilities 

Dec. 31, 1934 

Dec. 31, 1933 

Common Stock — American Tel. and 

$ 

$ 

Tel. Co. . . 

1,866,227,500 

1,866,227,500 

Par value of 18,662,275 shares out- 

standing. 

Premiums on Stock — American Tel. 
and Tel. Co. 

268,749,078 

268,749,078 

Amount received in excess of par value . 
Stock Instalments — American Tel. and 
Tel. Co 

9,078,812 

12,405,181 

Amount received under Employees’ Stock 
Plan on stock subscriptions not yet 
completed or cancelled. 

Preferred Stock — Associated Tele- 
phone Companies 

97,937,600 

97,937,600 

Par value outstanding in hands of 
public. 

Long-Term Debt (See page 17*). 

American Tel. and Tel. Co. 

454,484,613 

455,494,513 

Associated Telephone Companies 

584,340,072 

582,130,247 

Current Liabilities 

67,461,124 

49,306,050 

Current bills for supplies, services, etc. ; 
also customers’ deposits, advance pay- 
ments for service, and (for 1934) an 
amount of $17,112,621 for refunds 
due subscribers under rate orders. 

Accrued Liabilities Not Due . . 

112,134,912 

113,843,205 

Taxes, interest, dividends and rents pay- 
able after the close of the year. 

Deferred Credits 

3,462,014 

2,532,016 

Items, the final disposition of which had 
not been determined at close of year. 
Reserves for Depreciation of Plant 
and Equipment 

967,712,984 

891,437,886 

Provision for the ultimate retirement of 
plant and equipment used up in fur- 
nishing service. 

Other Reserves 

1,631,578 

1,564,018 

Provision for pending accident cases and 
for ultimate retirement of leaseholds. 


* 

franchises, etc. 

Equity (other than of American Tel. 
and Tel. Co.) in Common Stock and 
Surplus of Associated Telephone 
Companies 

142,564,383 

143,881,871 

Common stock outstanding in hands of 
public together with the propor- 
tionate interest in surplus applicable 
thereto. • 

Equity of American Tel. and Tel. Co. 
in Consolidated Surplus : Surplus 
Reserved 

80,213,792 

87,272,314 

* Surplus appropriated against gen- 
eral contingencies, etc., including 
$15,265,491 for contingency of 
refunds of revenues collected. 
Unappropriated Surplus (See page 150) 

321,056,224 

367,627,090 

Total Liabilities . . 

$4,977,054,686 

$4,940,409,169 



290 AMERICAN TELEPHONE AND 

BELL SYSTEM 

(Consolidating Lie accounts of the American Telephone and 

CONSOLIDATED 



(c) Year 1934 
$ 

Year 1933 

Operating Revenues — 

$ 

Local Service Revenues 

(c) 607,676,275 

617,253,153 

Revenues from local exchange service. 
Toll Service Revenues 

258,691,363 

243,905,775 

Revenues from long distance and local 
toll service. 

Miscellaneous Revenues 

21,177,599 

20,960,449 

Revenues derived from directory ad- 
vertising, rents and miscellaneous 
sources. 

Less ; Uncollectible Operating Rev- 
enues (d) 

(c) 3,012,808 

9,713,150 

Provision made during year for rev- 
enues which may be uncollectible. 

- 

Total Operating Revenues ( e ) 

$884,532,429 

$872,406,227 

Operating Expenses — 

Current Maintenance 

172,804,235 

163,645,649 

Cost of inspection, repairs and rear- 
rangements required to keep the 
plant and equipment in good oper- 
ating condition, representing 4.1 per 
cent, of the cost of the average plant 
in service during 1934. 

Depreciation Expense (/) 

{c) 153,474,643 

171,846,193 

Provision to meet loss of investment 
when depreciable property is retired 
from service, based on rates of de- 
preciation which spread this loss of 
investment uniformly over its ser- 
vice life. 

Traffic Expenses 

128,047,316 

125,008,390 

Costs incurred in the handling of mes- 
sages, principally operators’ wages. 
Commercial Expenses 

71,573,365 

68,245,295 

Costs incurred in business relations 
with customers ; also the cost of ad- 
vertising, sales activities, directories, 
pay station commissions, etc. 
General and Miscellaneous Ex- 
penses : 

General Administiation, including 
cost of Development and Research 

21,503,471 

20,987,626 

Accounting and Treasury Depart- 
ments 

32,222,926 

31,022,363 

Provision for Employees' Service 
Pensions 

11,321,217 

11,308,537 

Employees' Sickness, Accident, 
Death and other Benefits 

6,378*700 

5,954,377 

Other General Expenses 

7,604,318 

6,999,460 

Less : Expenses Charged Construc- 
tion 

2,314,079 

2,295,904 

Operating Rents 

13,436,143 

13,929,106 

Rents paid for the use of buildings, 
poles, conduits and other facilities. 
Total Operating Expenses 

$616,052,255 

$616,651,092 

Net Operating Revenues (carried forward) 

$268,480,174 

$255,755,135 
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TELEGRAPH COMPANY — (cont.) 

FINANCIAL STATEMENTS 

Telegraph Company and its 24 Associated Telephone Companies) 
INCOME STATEMENT. 



( c ) Year 1934 
% 

268,480,174 
(c) 89,485,361 

Year 1933 

Net Operating Revenues (brought forward) 
Taxes 

Federal, state and local taxes. 

255,755,135 

84,880,862 

Operating Earnings 

Other Earnings — Net : 

Dividends from Controlled Companies 
(not consolidated) 

Dividends from Non-Controlled Com- 
panies 

Interest Revenues, and Miscellaneous 
Earnings — Net 

Proportionate interest in earnings or de- 
ficits (after dividends) of Controlled 
Companies not consolidated . . 

$178,994,813 

3,125,525 

1,969,805 

6,813,480 

*7,990,843 

$170,874,273 

3,073,905 

1,853,366 

7,134,837 

*14,004,686 

Total Net Earnings 

Interest Deductions 

Interest charges, including amortization 
of discount on funded debt and taxes 
payable under bond indentures. 

$182,912,780 
(c) 57,560,994 

$168,931,695 

54,351,433 

Net Income 

$125,351,786 

$114,580,262 

Dividends on Preferred Stock of Asso- 
ciated Telephone Companies held by 
public 

Net Income applicable to Common Stock 
of Associated Telephone Companies 
held by public 

Net Income applicable to stock of 
American Tel. and Tel. Co. 

6,425,085 

7,759,147 

111,167,554 

6,425,085 

7,813,302 

100,341,875 

Number of Shares of American Tel. and 
Tel. Co. Stock Outstanding During 

the Year 

Earnings Per Share 

18,662,275 

15.96 

18,662,275 

$5.38 


* Italics denote deficit. 


Changes During 1934 in 

American Telephone and Telegraph Company’s Equity 
in Consolidated Unappropriated Surplus 


Balance — December 31, 1933 

$367,627,090 

Transferred from Surplus Reserved (Net) 

7,058,522 

Net Income applicable to stock of American Tel. and Tel. Co. 

111,167,554 

Miscellaneous Additions (Net) 

3,163,533 

Total 

$489,016,699 

Dividend requirements (American Tel. and Tel. Co.). 

167,960,475 

Balance — December 31, 1934 

$321,056,224 


C. A. Heiss, 
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AMERICAN TELEPHONE AND TELEGRAPH CO. 


BELL SYSTEM FINANCIAL STATEMENTS 

Explanatory Notes Relating to 
Consolidated Balance Sheet and Income Statement 

(а) As of December 31, 1934, certain of the companies consolidated had con- 
tingent liabilities to make refunds with interest in the event of adverse 
decisions in court cases involving charges for telephone service of some 
$20,000,000 which have been collected during the period 1924 to 1934, 
inclusive, and taken up in the accounts, pending final adjudication. 
Against these contingencies there has been set aside by these companies 
in ** Surplus Reserved the amount of $15,275,675. In two cases. The 
Ohio Bell Telephone Company and the Southwestern Bell Telephone 
Company, the American Telephone and Telegraph Company is surety on 
bonds executed by these companies in the amount of $17,112,668.94 and 
$3,000,000, respectively, to guarantee such refunds, if any, as may finally 
be made . Also the New Jersey Bell Telephone Company was, as of Decem- 
ber 31, 1934, guarantor for the payment of collateral notes in the amount 
of $819,825. 

(б) As of December 31, 1934, Bell System companies had deposits in closed 
banks and banks operating on a restricted basis in the amount of $2,813,000, 
against which reserves to meet probable losses have been set aside . During 
1934 such accounts in closed or restricted banks decreased $632,000. 

(c) The Income Statement for 1934 reflects adjustments in certain accounts 
of two of the companies consolidated therein (Illinois Bell Telephone 
Company and The Chesapeake and Potomac Telephone Company) made in 
connection with court decisions rendered during the year which upheld 
rate reductions previously ordered by regulatory authorities but suspended 
pending court review. The effect of these adjustments on the accounts 
involved is as follows : 


Accounts decreased : $ 

Local Service Revenues . . . . . . . . . . 16,916,059 

Uncollectible Operating Revenues . . . . . . . . 995,000 

Depreciation Expense . . . . . . . . . . . . 15,948,059 

Taxes 574,905 

Accounts increased : 

Interest Deductions . . . . . . . . . . . . 4,805,738 


(d) The decrease in provision for Uncollectible Operating Revenues in 1934 is 
due principally to improved collection conditions experienced during the 
year. In addition the account reflects some adjustments of the charges 
made in prior years against anticipated losses. (See also note (c) .) 

(e) Operating Revenues reported for 1934 include for ffre of the companies 
consolidated some $5,000,000 subject to possible refund in the event of 
adverse decisions in pending rate cases. Provision against contingency 
of such refunds has been made in Surplus Reserved. (See note (a).) 

(/) Excluding the depreciation adjustment referred to in note (c) f depreciation 
expense for 1934 would have been $169,422,702, representing 4.3 per cent . 
of the cost of the average depreciable plant in service , 
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AMERICAN TELEPHONE AND TELEGRAPH CO. 


BELL SYSTEM CAPITAL OBLIGATIONS 

Stocks, Bonds and Notes Outstanding December 31, 1934 
(Inter-Company Holdings Excluded) 


Common Stock (American Telephone and 
Telegraph Company) 


Common Stock (Associated Companies) : 
New England Telephone and Telegraph 
Company 

Southern New England Telephone Company 
Cincinnati and Suburban Bell Telephone Co. 
Illinois Bell Telephone Company 
Mountain States Telephone and Telegraph 
Company 

Pacific Telephone and Telegraph Company 
Other Associated Companies 

Total Common Stock, Associated Companies 


Preferred Stock (Associated Companies) : 
New York Telephone Company 6J% 

Bell Telephone Company of Pennsylvania 

«*% 

Diamond State Telephone Company 6£% . . 
Chesapeake and Potomac Tel. Co. of Balti- 
more City 7% 

Wisconsin Telephone Company 7% . . 
Northwestern Bell Telephone Company 6^% 
Southwestern Bell Telephone Company 7% 
Pacific Telephone and Telegraph Company 
6 % 


Total Preferred Stock, Associated Companies 

Bonds and Notes (American Telephone and 
Telegraph Company) : 

Thirty Year Collateral Trust 5s. , 1946 
Thirty-Five Year Sinking Fund Debenture 

5s., 1960 

Thirty-Five Year Debenture 5s, 1965 . . I 

Twenty Year Sinking Fund Debenture j 

5|s, 1943 i 

Thirty Year Convertible 4s, 1936 (a) . . ! 

Ten Year Convertible 4Js, 1939 .. . . i 

Notes (demand notes sold to Trustee of 
Pension Fund) 

Total Bonds & Notes, American Tel. & Tel. Co. 


Par 

Value 

$ 

Increase* 
During Year 
% 

$1,866,227,500 

— 

46.251.600 

26.662.600 
19,319,250 

1,051,800 

205,600 

13,062,200 

26,580,100 

15,193 

600 

$132,942,743 

$. 205,000 

25,000,000 

. — . 

20,000,000 

500,000 

— 

3,000,000 

4,947,000 

4,800,800 

21,785,500 

— 

17,904,300 

— 

$97,937,600 

— 

Face Value 
65,627,100 

761900 

117,819,700 

149,899,000 

135,000 

60,000 

94,604,700 

2,589,000 

12,923,000 

55,000 

11,022,113 

— 

$454,484,613 

$1,009,900 




AMERICAN TELEPHONE AND TELEGRAPH CO. 

BELL SYSTEM CAPITAL OBLIGAT ION S — continued 


Bonds and Notes (Associated Companies) ( b ) : 

$ 

$ 

New England Telephone and Telegraph Co. : 
First Mortgage Series A 5s, 1952 . . 

35,000,000 

_ 

First Mortgage Series B 4Js, 1961 . . 

40,000,000 

— 

Southern New England Telephone Company : 
Debenture 5s, 1970 . . 

10,000,000 

_ 

New York Telephone Company : 

First and General Mortgage 4Js, 1939 

60,856,095 

1,065 

Bell Telephone Company of Pennsylvania : 
First Mtge. 5s, 1943 (Central District Tele- 


r 

phone Co.) 

8,555,500 

— 

First and Refunding Mortgage 5s, 1948 . . 

35,000,000 

— 

First and Refunding Mortgage 5s, 1960 . . 

50,000,000 

— 

Chesapeake and Potomac Telephone Com- 
pany of Virginia : 

First Mortgage 5s, 1943 

4,261,100 

30,300 

Southern Bell Telephone and Telegraph Co. : 
First & Gen. Mtge. 5s. 1937 (Cumberland 
Tel. & Tel. Co.) 

14,969,000 


First Mortgage 5s, 1941 

47,070,500 

— 

Ohio Bell Telephone Company : 

Consolidated 5s, 1944 (Ohio State Tel. Co.) 

4,749,000 

62,000 

Illinois Bell Telephone Company : 

First and Refunding Mortgage 5s, 1956 . . 

48,726,200 

Southwestern Bell Telephone Company : 

First and Refunding Mortgage 5s, 1954 . . 

48,836,600 



Pacific Telephone and Telegraph Company : 
First Mortgage and Collateral Trust 5s, 
1937 

25,602,000 

632,000 

First & Ref. Mtge. 5s, 1947 (Southern Cali- ! 
forniaTel. Co.) 

6,173,000 

116,000 

Refunding Mortgage 5s, 1952 

23,890,000 

— 

First Mtge. 5s, 1936 (Home Tel. & Tel. Co. 
of Spokane) 

2,999,900 



Minor Bond Issues (9 in number) 

8,390,000 

870,700 

Real Estate Mortgages 

2,478,000 

61,160 

Notes (principally demand notes sold to 
Trustee of Pension Funds) 

106,783,177 

3,920,310 

Total Bonds and Notes, Associated Cos. 

$584,340,072 

$2,209,825 


♦Decreases in italics, [a) Conversion privilege expired. (6) Includes 
issues assumed or guaranteed. 
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AMERICAN TELEPHONE AND TELEGRAPH CO. 


BALANCE SHEET 


Assets 


Investments — 

Stocksof Associated Companies (a) 

Investment, at cost, in stocks of associated telephone com- 
panies 

Controlled companies . . . . $1,990,068,881 

Noncontrolled companies. . .. 22,381,781 

Stocksof Other Companies (a) 

Investment, at cost, in stocks of other than associated tele- 
phone companies : 

Controlled companies . . . . $150,510,610 

Noncontrolled companies . . . . 19,358,808 

Notes of, and Advances to, Associated Companies (a) .. 

Controlled companies $159,863,882 

Noncontrolled companies . . . . . . 6,350,000 

Notes of, and Advances to, Other Companies (a) 

Sinking Funds 

Amounts on deposit with trustees under bond indentures. 
Plant and Equipment — 

Long Lines Plant 

Plant and equipment mainly for providing interconnection 
between and through territories of associated telephone 
companies. 

General Equipment 

Office furniture and equipment other than that included in 
Long Lines Plant. 

Current Assets — 

Cash and Deposits 

Temporary Cash Investments 

Comprised, at December 31, 1934, of United States Gov- 
ernment obligations. (Market value at that date 
$185,669,000.) 

Current Receivables 

Interest and dividends receivable, working advances, 
amounts due for service, etc., less provision for uncollec- 
tible accounts. 

Material and Supplies 

Deferred Debits 

Prepayments of rents, taxes and insurance; also deferred 
items including materials held pending use in deferred con- 
struction projects. 

Total Assets 

(a) Fordetailed list of investments see page 23*. 


Dec . 31, 1934 
$ 

2,012,450,662.42 

109,869,418.17 

166,213,881.50 

21,627,000.00 

1,168,233.04 

440,880,338.93 

1,083,715.19 

15,231,954.68 

183,946,601.98 

" 11,397,856.47 

9,232,437.50 

1,534,713.52 

$3,034,636,813.40 


Dec. 31, 1933 
$ 

1,992,245,687.42 

169,S98, 358.57 

239,663,052.50 

21,632,000.00 

339,555.37 

441,706,364.33 

1,533,681.53 

11,984,270.14 

174,660,486.49 

11,939,677.42 

12,269,004.27 

696,527.97 

$3,078,568,666.01 


Note.— At December 31, 1934 there were pledged with the Old Colony Trust Company, Trustee 
stocks of Associated Companies having a par value of $111,650,100 (book value of $112,469,276), under 
Trust ^denture securing this Company’s Thirty-Year Collateral Trust 5s., dated December 1 , 1916, of which 
$65,627,100 face value were outstanding. 


Page 298 in this book 
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AMERICAN TELEPHONE AND TELEGRAPH CO. 


BALANCE SHEET — continued 


Liabilities 

Capital Stock : 

Stock Issued and Outstanding (Authorized $2,500,000,000) 
Par value of 18,662,275 shares of common stock outstanding. 

Premiums 

Amount received in excess of par value of stock. 

Capital Stock Installments 

Amount received under Employees’ Stock Plan on stock sub- 
scriptions not yet completed or cancelled. 

Long-Term Debt (See page 17) : 0 

Bonds and Debentures 

Notes , . 

Notes sold to Trustee of Pension Fund.* 

Current and Accrued Liabilities : 

Dividend Payable 

Dividend declared, payable after close of year. 

Accounts Payable 

Current accounts for supplies, services, etc., and other obli- 
gations subject to current settlement. 

Interest and Taxes Accrued, Not Due 

Interest and taxes payable after close of year. 

Deferred Credits 

Items, the final disposition of which had not been determined 
at close of year. Includes also reserves for accidents and 
unemployment insurance. 

Reserves for Depreciation of Plant and Equipment 
Provision for the ultimate retirement of plant and equipment 
used up in furnishing service. 

Surplus : 

Surplus Reserved 

Amount reserved for general contingencies. 
Unappropriated Surplus 
Decrease for 1934 comprises : 

Dividends charged against Surplus . . $46,211,746 

Miscellaneous deductions (net) . . . . 527,916 

Total Liabilities 


Dec. 31, 1934 
$ 

1,866,227,500.00 

268,749,077.67 

9.078.812.12 

444,294,500.00 

11,022,112.57 

41.990.118.75 
2,802,679.16 

10.789.118.12 
1,719,044.78 

87.361.634.76 

64,664,444.18 

225,937,771.29 


$3,034,636,813.40 


Dec. 31, 1933 
$ 

1,866,227,500.00 

268,749,077.67 

12,405,180.93 

445,056,400.00 

11,022,112.57 

41,990,118.75 

7,582,768.59 

10,730,332.06 

817,886.49 

76,645,411.11 

64,664,444.18 

272,677,433.66 


$3,078,568,666.01 


♦Evidenced by demand notes. 

Note. — On December 31, 1934, the American Telephone and Telegraph Company was surety on bonds 
for $17,112,668.94, executed by The Ohio Bell Telephone Company as principal, providing for the refund 
by that Company to telephone users of sums, if any, which may be found to have been collected under 
rates in excess of those ultimately held legal. The Company was also surety on a similar bond of the 
Southwestern Bell Telephone Company in the amount of $3,000,000. 

C. A. Heiss, 

Comptroller. 
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AMERICAN TELEPHONE AND TELEGRAPH CO. 

INCOME STATEMENT 


Operating Revenues 

Toll Service Revenues 

Message tolls and private line service revenues. 

License Contract Revenues . . . . • 

Payments received for services furnished associated tele- 
phone companies under license contracts. 

Miscellaneous Revenues . . 

Less : Uncollectible Operating Revenues 

Year 1934 
$ 

74,088,966.24 

11,803,217.41 

4,120,251.71 

564,527.00 

Year 1933 
$ 

70,830,767.30 

11,962,935.47 

4,942,141.74 

1,040,735.14 

Total Operating Revenues 

$89,447,908.36 

$86,695,109.37 

Operating Expenses (a) 

Current Maintenance 

Depreciation Expense 

Traffic and Commercial Expenses 

Provision for Employees’ Service Pensions 

Employees’ Sickness, Accident, Death and other Benefits . - 

Operating Rents 

General and Miscellaneous Expenses 

Less : Expenses Charged Construction 

14,714,864.11 

17,407,298.72 

7,214,347.35 

901,178.00 

371,014.57 

11,396,928.94 

17,662,780.21 

94,572.36 

13,536,614.06 

16,876,063.68 

6,647,645.22 

945,808.00 

459,916.64 

12.541.015.39 

17.177.840.40 
95,194.20 

Total Operating Expenses 

$69,573,839.54 

$68,089,709.19 

Net Operating Revenues 

Taxes 

$19,874,068.82 

5,364,162.84 

$18,605,400.18 

4,951,940.52 

Operating Earnings 

Dividend Revenues 

Interest Revenues 

Miscellaneous Non-Operating Revenues — Net 

14,509,905.98 

115,409,048.13 

15,271,590.36 

721,926.64 

13,653,459.66 

127,913,090.47 

20,231,713.69 

371,507.55 

Total Net Earnings 

Interest Deductions 

$145,912,471.11 

24,163,741.81 

$162,169,771.37 

24,712,995.03 

Net Income (5) 

$121,748,729.30 

$137,456,776.34 

Dividends Declared 

$167,960,475.00 

$167,960,475.00 

Dividends at the rate of $9.00 per share per annum on capital 
stock : 

Charged against Net Income 

Charged against Surplus 

121,748,729.30 

46,211,745.70 

137,456,776.34 

30,503,698.66 


(a) The expenses shown under this caption include the cost of maintaining and operating the Com- 
pany’s long distance communication service and costs incurred by the Company in the performance of 
general staff services, i.e., development and research, patent, general advisory and other services, furnished 
associated telephone companies under license contracts. 

( b ) Net Income of the Company $121,748,729 for 1934 and $137,456,776 for 1933 exceeds by 
$10,581,175 and $37,114,901, respectively, the Company’s proportion of the consolidated Bell System 
Net Income for these years as shown on page 15*. The Net Income figures of the Company, by itself, 
include dividend revenues paid in part by some of the affiliated companies from their previously accumu- 
lated surplus earnings and do not take into account the Company’s proportion of the undivided profits or 
deficits for the year (after dividends, if any) of associated and other affiliated companies. No dividends 
were received from the Western Electric Company, Inc., in either year, that company, including its sub- 
sidiaries, having a net deficit for 1934 of $7,751,548 and for 1933 of $13,772,504. 


*Page 291 in this book 


C. A. Heiss, 

Comptroller. 
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AMERICAN TELEPHONE AND TELEGRAPH CO. 

Certificate of Audit 

New York, N. Y., February 8, 1935 

American Telephone and Telegraph Company, 

195 Broadway, New York, N. Y. 

We have made' an audit of the accounts of American Telephone and Telegraph Company for the 
year ended December 31, 1934. We examined or tested the accounting records of the Company and 
supporting evidence, obtained information and explanations from officers and employees of the Company 
and reviewed the Company’s accounting methods, but we did not examine the details of all transactions. 

We have reviewed reports for 1934 rendered to American Telephone and Telegraph Company by the 
24 associated telephone companies and its other affiliated companies. Based on the income statements 
of these companies, the net income of $121,748,729 shown by the Company’s Income Statement for 1934 
exceeds by $10,581,175, for reasons explained in note ( b ) thereon, the net income of the Company on a 
consolidated basis. We have not, however, audited the accounts for 1934 of affiliated companies other than 
six of the associated telephone companies. 

In our opinion, the balance sheet of the Company as at December 31, 1934 (pages 20* and 21*), and 
its income statement for the year 1934 (page 220) subject to the explanation in the preceding paragraph, 
set forth correctly the financial position of American Telephone and Telegraph Company at that date and 
the results of its operation^ for the year 1934. 

Lybrand, Ross Bros. & Montgomery. 

Investments in Associated and Other Companies at December 31, 1934 


Associated Companies 

New England Tel. & Tel. Co. 

Southern New England Tel. Co. 

New York Tel. Co. 

New Jersey Bell Tel. Co. . , 

Bell Tel. Co. of Pennsylvania 
Diamond State Tel. Co. 

Chesapeake & Potomac Tel. Co. 
Chesapeake & Potomac Tel, Co. of Balt 

City 

Chesapeake & Potomac Tel. Co. of Va. 
Chesapeake & Potomac Tel. Co. of West Va, 
Southern Bell Tel. & Tel. Co. 

Ohio Bell Tel. Co 

Cincinnati & Suburban Bell Teh Co, 
Michigan Bell Tel. Co. 

Indiana Bell Tel. Co. 

Wisconsin Tel. Co. 

Illinois Bell. Tel. Co. 

Northwestern Bell Tel. Co. . , 

Southwestern Bell Teh Co. . . 

Mountain States Teh & Teh Co. . , 

Pacific Teh & Tel. Co. 

Pacific Teh & Tel. Co. (Preferred) . 

Total Book Value (Cost) . 

Other Companies 

Bell Telephone Laboratories, Inc. . 

Bell Telephone Securities Company 
Bell Telephone Company of Canada 
Cuban American Tel. Sc Teh Co. 

Cuban American Tel. & Teh Co. (Preferred) 
Western Electric Co., Inc.fno par value) . 
195 Broadway Corporation 
Eastern Tel. & Teh Co. (Canada) . . 
Transpacific Communication Co., Ltd. 
Sundry 


Total Book Value (Cost) . . 


Capital Stocks{a ) 



Per Cent. 



Par Value 

of Total 

Book Value 


of Holdings 

Outstanding 

(Cost) 

Face Value 
$ 

87,094,200 

65.31 

92,045,721 

23,750,000 

13,337,400 

33.34 

13,649,213 

6,350,000 

421,300,000 

100.00 

444,280,335 

24,400,000 

120,395,200 

100.00 

134,062,384 

34,700,000 

110,000,000 

100.00 

116,316,050 

8,850,000 

5,000,000 

100.00 

5,700,000 

130,000 

18,000,000 

100.00 

19,000,000 

3,570,000 

30,000,000 

100.00 

31,467,862 

1,300,000 

18,000,000 

100.00 

18,000,000 

4,150,000 

16,200,000 

100.00 

16,200,000 

2,700,000 

124,998,700 

99.99 

120,815,773 

— 

129,999,600 

99.99 

130,041,898 

— 

8,169,150 

29.72 

8,732,568 

— 

109,987,607 

99.99 

110,400,210 

25,599,820 

32,999,100 

99.99 

33,585,586 

7,214,866 

40,000,000 

100.00 

43,223,835 

2,000,000 

148,948,200 

99.30 

154,428,999 

— 

95,000,000 

100.00 

96,039,490 

2,399,696 

172,998,800 

99.99 

176,251,878 

— 

34,987,500 

72.82 

36,362,463 

13,050,000 

153,919,900 

85.27 

149,847,217 

6,050,000 

64,095,700 

78.17 

55,999,180 

— 



$2,012,450,662 

$166,213,882 

50,000 

(, b ) 50.00 

~ 50,000 

3,075,000 

1,000,000 

100.00 

1,000,000 

— 

18,749,800 

24.22 

18,854,783 

— 

432,500 

50.00 

162,500 

— 

340,000 

50.00 

340,000 

— - • 

(c) 5,950,736 

99.18 

143,845,610 

. — 

5,500,000 • 

100.00 

5,515,000 

(d) 16,275,000 

75,000 

100.00 

75,000 

1,475,000 

25,000 

100.00 

- 25,000 

802,000 

1,220 

— 

1,525 

— 



$169,869,418 

$21,627,000 






Notes and 
Advances 


[a) Common stocks except as otherwise indi- 
cated. 

(&) Remaining 50% owned by Western Electric 
Company, Inc. 


(c) Number of shares. 

(d) Includes real estate mortgages of $13,100,000 
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IMPERIAL OIL LIMITED 

Auditor’s Report to the Shareholders 

To the Shareholders of 

Imperial Oil Limited : 

I have made an examination of the balance sheet of Imperial Oil Limited 
as at December 31, 1934, and of the statement of profit and loss and surplus for 
the year ending on that date. In connection therewith, I examined or tested 
accounting records of the company and other supporting evidence, and ob- 
tained all the information and explanations which I required ; I also made a 
general review of the accounting methods and of the operating and income 
accounts for the year, but I did not make a detailed audit of the transactions. 

In accordance with section 114 of the Companies Act, 1934, I report 
that in the case of such subsidiary companies as incurred losses up to December 
31, 1934, the parent company’s proportion of such losses has been fully pro- 
vided for in the books of Imperial Oil Limited and in the attached balance 
sheet. In the case of all other subsidiary companies, profits have only been 
taken credit for in the accounts of Imperial Oil Limited, and in the attached 
balance sheet, to the extent of dividends received by the parent company 
from such subsidiary companies ; such dividends received in 1934 and included 
as income in that year exceeded the company’s proportion of the aggregate 
net profits of subsidiary companies for the year 1934 by $8,547,053.14 and to 
this extent were paid by these companies from surpluses previously earned. 

Freights are billed from the transportation department to the refining 
and marketing departments at competitive market rates for such freights, 
and as a result there is an inter-departmental profit of approximately 
$575,000.00 included in the inventory valuation in the attached balance sheet. 

In my opinion, based upon such examination, and subject to the remarks 
above, the attached balance sheet is properly drawn up so as to exhibit a true 
and correct view of the state of the company’s affairs as at December 31, 1934, 
according to the best of my information and the explanations given to me, and 
as shown by the books of the company. 

C. B. Ware, 

Auditor. 

We have co-operated with Mr. C. B. Ware in the examination referred to 
in the foregoing report, and we concur in the opinion expressed in such report. 

Price, Waterhouse & Co. 

Chartered Accountants. 


April 2 , 1935. 



300 IMPERIAL OIL 

BALANCE SHEET 


Assets 

$ 

$ 

Current Assets : 

Cash on hand and in banks . . 

13,945,636.67 


Dominion of Canada bonds and other 
marketable securities, including ac- 
crued interest . . 

23,078,931.92 


(Market value $23,847,238.42) 
Trade accounts and bills receivable 
(less reserves) 

10,085,692.43 


Other accounts receivable, including 
accrued interest on miscellaneous 
investments 

1,423,427.45 


Inventories, determined and certified 
as to quantities and condition by re- 
sponsible officers of the company : 
Crude oil and re- 
fined products (on 
basis of cost or 
market price of 
crude oil, which- 
ever was lower) $25,221,365.24 

Materials and sup- 
plies (at cost) .. 2)221,961.00 

27,443,326.24 


Deferred Accounts Receivable, 
Mortgages and Miscellaneous 
Loans and Advances (less Re- 
serves) 


75,977,014.71 * 

5,347,621.25 

Miscellaneous Investments : 

Bonds of other companies (at cost) 

15,107,371.08 


Shares of other companies 

353,301.25 


Investment in Subsidiary Companies : 
Investment in Shares 

40,661,067.41 

15,460,672.33 

Indebtedness of subsidiary companies 

3,555,294.62 


Deferred and Prepaid Charges : 


44,216,362.03 

311,755.01 

Goodwill, Patents, Copyrights, Trade 
Marks and Licences : 


94.00 

Capital Assets : 

Land, buildings, plant, transportation 
and other equipment, (at cost) 

118,694,997.25 


Less — Reserve for Depreciation 

60,174,299.90 




58,520,697.35 

$199,834,216.68 


Note (1) — The figure at which the investment in shares of subsidiary 
companies is carried in the above balance sheet (after giving effect to revalua- 
tions shown under Capital Surplus) is substantially less than the aggregate of 
the cost thereof plus the proportion of the undistributed earnings of such 
subsidiary companies since acquisition applicable to such shares. 
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Liabilities 

Current Liabilities : 

Accounts payable 

Amounts owing to subsidiary com- 
panies 

Reserve for income taxes and other 
accrued taxes in Canada 


$ 

2,491,186.61 

1,124,445.25 

3,306,164.56 


$ 


6,921,796.42 


Reserves : 

F 'or fire, marine and other insurance 
For employees’ annuities 


9,802,620.38 

8,168,090.37 


17,970,710.75 


Capital and Surplus : 

Capital Stock : 

Authorised' — 32,000,000 shares of no 
par value Issued and outstanding 
— 26,919,871 shares 

Capital Surplus : 

Arising from revaluations (in 1915 
and 1920) of investment in sub- 
sidiary company 

Earned Surplus, as per statement 
attached 


77,263,005.75 

15,264,192.26 

82,414,511.50 


174,941,709.51 


Approved on behalf of the Board : 
C. A. Eames, Director. 

R. V. LeSueur, Director. 


$199,834,216.68 


. Note (2)- — The company has provided $470,446.51 up to December 31, 
1934, in accordance with the provisions of the Employees’ Co-operative 
Investment Trust three-year plan expiring June, 1935. 

Note (3) — The auditor’s report to the shareholders appears on page 7* 
hereof. 
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IMPERIAL OIL LIMITED 


STATEMENT OF SURPLUS FOR THE YEAR ENDING December 31, 1934 

Capital 

Particulars Earned Surplus Surplus Total 

Balances at January 1, 1934.. .. 95,380,998.50 *15,264,192.26 110,645,190.76 

♦Amount transferred to Capital 
Surplus, arising from revaluations 
(in 1915 and 1920) of investment 
in subsidiary company. 

Deduct — 

Amount transferred to reserve for 
employees’ annuities, to increase 
that reserve to the amount re- 
quired as disclosed by last actu- 
arial calculation . . . . 5,124,622.39 

Expenditures prior to January 1, 

1934, on exploration of properties 
in Western Canada found to be 
non-productive of oil . . . . 4,861,690.34 

Provision to bring plant and equip- 
ment, after adjustment of fixed 
assets and accumulated deprecia- 
tion reserve, to basis of cost . . 1,880,943.47 

Adjustments in book values of in- 
vestments in shares of subsidiary 
companies in respect of dividends 
received from surpluses existing 
in such subsidiary companies at 
dates of acquisition, revaluation 
of shares of subsidiary to basis ot 
value shown by its balance sheet, 
and proportion of losses of sub- 
sidiary companies to Dec. 31, 

1933 1,091,250.56 

Amounts written off miscellaneous 
investments . . . . . . 398,378.38 

Additional reserve provided for 

accounts receivable . . . . 500,000.00 13,856,885.14 — 13,856,885.14 

$81,524,113.36 $15,264,192.26 $96,788,305.62 

Add — 

Net Profit for the year end- 
ing December 31, 1934 . . 25,771,653.69 — 25,771,653.69 

107,295,767.05 15,264,192.26 122,559,959.31 

Deduct — 

Dividends Paid 24,881,255.55 — 24,881,255.55 

Balances at December 31, 1934, — — ■ • — — 

carried TO Balance Sheet .. $82,414,511.50 $15,264,192.26 $97,678,703.76 
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IMPERIAL OIL LIMITED 


STATEMENT OF PROFIT AND LOSS FOR THE YEAR ENDING December 31, 1934 



Before 

Provision 

j Net Income 


Providing for 

for 

after providing 


Canadian 

Canadian 

for all 


Income Taxes 

Income 7' axes 

Income Taxes 

Particulars of Income 

$ 

$ 

$ 

From Canadian Refining and Market- 
ing Operations, after providing for all 
selling, administrative and general 

expenses $9,929,977.20 

Less — Provision for depreciation .. 6,223,606.59 

3,706,370.61 

682,970.49 

3,023,400.12 

From Transportation, after providing 
for all administrative and general ex- 
penses 2,131,838.42 

Less — Provision for depreciation . . 761,985.74 

1,369,852.68 

174,517.48 

1,195,335.20 

Other Income — 

Dividends from subsidiary companies, including divi- 
dends from subsidiaries whose activities are carried 
on outside of Canada, less losses of subsidiary com- 
panies for the year 1934 

21,251,719.64 

2,238,778.68 

19,012,940.96 

Interest on investments in bonds, loans, mortgages, 
etc., and other miscellaneous revenue 

' 1,678,850.13 

131,603.57 

1,547,246.56 

Profit on sale of investment securities 

992,730.85 


992,730.85 


$28,999,523.91 

$3,227,870.22 


Net Profit for the year, Carried to Earned 
Surplus 



$25,771,653.69 


Note. — Dividends received from subsidiary companies, included in the above statement, exceed the 
company’s proportion of the aggregate net profits of subsidiary companies for the year 1934 bv 

HAS TA J J 
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INTERNATIONAL HARVESTER COMPANY 


CONSOLIDATED BALANCE SHEET 


Assets 

Current Assets — 

Cash 

Marketable Securities, at lower of cost or market : 
United States Government Obligations 

Federal Intermediate Credit Bank Debentures 
Other Marketable Securities 

$ 

15,130,094.36 

6,540,577.00 

12,640,268.11 

$ 

28,807,293.16 

34,310,939.47 

$ 

Receivables : 

Dealers’, Farmers’, and Motor Truck Users’ 

Notes 

Accounts Receivable 

69,791,584.66 

15,436,063.40 



Deduct : 

Reserves for Losses 

85.227.648.06 

15.044.910.06 



Net Receivables (including employes, 

$467,803) 

Inventories : 

Raw Materials, Work in Process, Finished 
Products, etc ,, at lower of cost or market 
Deduct : 

Inventory Reserve 

100,768,358.44 

8,500,000-00 

70,182,738.00 

92,268,358.44 

225,569,329.07 

Other Investments (including $506,422 investments in Associated 

Companies) 

Deferred Charges ( less deferred credits, $375,432) 

Property — 

Farm Implement Works and Twine Mills, Motor Truck and Tractor 
Plants, Branch Houses and Service Stations, Mines, Furnaces, 

Steel Mills, etc. 

Deduct : 

Reserves for Plant Depreciation . . 


8,812,062.32 

546,811.37 

188,537,994.89 

84,197,399.32 

104,340,595.57 




$339,268,798.33 




. 


INCOME ACCOUNT FOR 1934 


Profit before charging Interest on Loans, Depreciation, etc. . . 
Deduct — 

Interest on Loans 

Ore and Coal Depletion 

Plant Depreciation 

Special Maintenance 

Provision for Inventory Reserve 

Provision for Losses on Receivables 

Profit for year 1934 


$ 

20,856,619.11 

58,023.76 

43,482.67 

6,745,581.28 

310,607.64 

3,500,000.00 

6,250,287.15 

16,907,982.50 


$ 3,948,636.61 
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AND AFFILIATED COMPANIES 


December 31, 1934 


Liabilities 

Current Liabilities — 

Accounts Payable : 

Current Invoices, Payrolls, Taxes, etc. 

Preferred Stock Dividend, payable March 1, 1935 
Common Stock Dividend, payable January 15, 1935 

Reserves — 

Special Maintenance 
Development and Extension 

Fire Insurance 

Contingent 

Preferred -Stock — 

Authorized, 1,000,000 shares, $100 par value. Issued, 823,325 

shares, less 6,601 shares in Treasury 

Common Stock — 

Authorized, 6,000,000 shares, no par value. Issued, 4,409,185 
shares, less 163,388 shares in Treasury 
Earned Surplus 


$ 


20,284,621.68 

1,440,818.75 

661,377.75 


12,332,019.27 

2,015,657.00 

5,407,711.71 

5,000,000.00 


$ 

22,386,818.18 

24,755,387.98 


81,672,400.00 


169,831,880.00 

40,622,312.17 


$339,268,798.33 


SURPLUS DECEMBER 31, 1934 



$ 

$ 

Balance at December 31, 1933 


44,937,715.56 

Add : Profit for year 1934 


3,948,636.61 



48,886,352.17 

Deduct : 



Cash Dividends : 



Preferred Stock at $7.00 per share 

5,717,303.90 


Common Stock at 60c. per share 

2,546,736.10 

8,264,040.00 

Earned Surplus at December 31, 1934 


$40,622,312.17 
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INTERNATIONAL HARVESTER COMPANY 


PROPERTY 


Balance at December 31, 1933 
Add — 

Capital Additions during 1934 : 

Farm Implement Works and Twine 

Mills 

Motor Truck and Tractor Plants 
Branch Houses and Service Stations 
Mines, Furnaces, Steel Mills, etc. 


Deduct — 

Plant property sold, dismantled, or 
charged off 

Depletion of iron ore and coal 

Balance at December 31, 1934, before 
deducting Reserves for Plant De- 
preciation . . 


$ 

$ 

186,278,942.14 

760,420.79 

2,612,827.80 

544,609.99 

420,508.50 

4,338,367.08 


190,617, -309.22 

2,035,831.66 
43,482.67 i 

2,079,314.33 


$188,537,994.89 


RESERVES FOR PLANT DEPRECIATION 
The annual deductions from earnings for plant depreciation provide for the 
impairment and consumption of the capital assets utilised in production and 
distribution. Such depreciation is based on rates established by recognised 
authorities and confirmed by experience in this industry. 


Balance at December 31, 1933 

78,958,696.36 

Add — 


Provision for 1934 

6,745,581.28 

85,704,277.64 

Deduct — 


Depreciation on properties sold and dismantled 

1,506,878.32 

Balance at December 31, 1934 

$84,197,399.32 


WORKING CAPITAL 


Current Assets — I 

Cash 

Marketable Securities, at lower of cost or market 
Receivables, less reserves for losses 

Inventories, less reserve . . . . . . . . •. 

t 

28,807,293.16 

34,310,939.47 

70,182,738.00 

92,268,358.44 

Deduct — i 

Current Liabilities : 

225,569,329.07 

22,386,818.18* 

Working Capital at December 31, 1934 

$203,182,510.89 
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AND AFFILIATED COMPANIES 

RESERVES 

Special Maintenance : 

These reserves provide for relining of blast furnaces, maintenance of 
docks and harbors, conversion of power systems, and other renewals and 
replacements. 


Balance at December 31, 1933 
Add — 

Provision for 1934 


$ 

12,329,477.04 

310,607.64 


Deduct — 

Relining, renewal and other charges during 1934 
Balance at December 31, 1934 


12,640,084.68 

308,065.41 

$12,332,019.27 


Development and Extension : 

Large expenditures are required in engineering research and in the devel- 
opment and improvement of all lines of power farming equipment to increase 
the efficiency of farm operations and reduce the cost of crop production. 
Expenditures for 1934 were charged to operating expenses. 

Balance at December 31, 1934 . . . . . . . . $2,015,657 


Losses on Receivables : 

This reserve provides for losses which may ultimately be sustained in 
the collection of Notes and Accounts Receivable. 



1 

$ 

Balance at December 31, 1933 


14,253,192.53 

Add — 

Provision from 1934 Earnings . . 

6,250,287.15 

Amounts transferred from other Reserves ; 
accumulated out of prior years' earn- 



mgs : 

Fire Insurance Reserve 

5,000,000.00 


Collection Expense Reserve 

3,500,000.00 

14,750,287.1 5 

Deduct — 

* Bad Debts charged off during 1 934 (net) 


29,003,479.68 

13,958,569.62 

Balance at December 31, 1934 


$15,044,910.06 
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INTERNATIONAL HARVESTER COMPANY 

RESERVES — continued 


Fire Insurance : 

Since 1905, the Company has carried a reasonable portion of its own fire 
insurance risks at Branch Houses and Motor Truck Sales and Service Stations. 
Modern methods of fire prevention and protection are rigidly enforced at all 
of the Company's properties. In view of the low loss experience, the Company 
has felt justified in transferring as of December 31, 1934, an amount of 
$5,000,000 from this reserve to Reserve for Losses on Receivables. The bal- 
ance of $5,407,000 at December 31, 1934, provides ample protection for the 
limited risk which the Company assumes. 



$ 

$ 

Balance at December 31, 1933 


10,210,177.75 

Add — 

Credit for 1934 from Regular Charges to 



Operations 


231,296.14 

10,441,473.89 

Deduct — 



Losses by Fire, etc., during 1934 

33,762.18 


Amount transferred to Reserve for Losses 



on Receivables . . 

5,000,000.00 

5,033,762.18 

Balance at December 31, 1934 


$ 5,407,711.71 


Haskins & Sells 
Certified Public A ccountants 
Harris 1 rust Building, Chicago 

The Board of Directors, 

International Harvester Company : 


March 4, 1935. 


We have made an examination of the consolidated balance sheet of Inter- 
national Harvester Company (a New Jersey corporation) and affiliated 
companies as of December 31, 1934, and of the related summaries of income and 
surplus for the year 1934. In connection with the financial statements of the 
companies operating in the United States and Canada, we made a review of the 
accounting methods, examined or tested, in a manner and to the extent we 
considered appropriate in view of the companies' systems of internal account- 
ing control, accounting records of the companies and other supporting evidence, 
and made a general review of the operating and income accounts for the year, 
but we did not make a detailed audit of the transactions. We also made 
similar examinations of the accounts of the principal foflfign affiliated com- 
panies. With respect to the foreign affiliated companies not examined by us 
and the records of notes and accounts receivable kept at branch houses not 
visited by us, we reviewed, respectively, annual reports of the foreign affiliated 
companies and branch house annual reports supplemented by reviews of 
periodic reports of the companies' traveling auditors ; and the accounts of 
these foreign companies and branch houses are included in the accompanying 
statements on such basis. 
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AND AFFILIATED COMPANIES 

AUDITORS’ REPORT — continued 

The inventories generally are based on physical inventories taken as of 
the close of the manufacturing or selling seasons and adjusted for the interim 
transactions from the inventory dates to the end of the year. The Fort 
Wayne and Springfield Works were not closed for inventory purposes, and the 
inventories at these two works are based partially on book records. The 
operating results of the selling companies are based on twelve-month periods 
ended November 30 or dates prior thereto. The net profits of selling com- 
panies operating in the southern hemisphere and gross profits of selling 
companies operating in the northern hemisphere, for the periods from the close 
of the selling seasons to December 31, are deferred and applied as reductions 
of the inventories. 

Pending the stabilization of international exchange, foreign net current 
assets have been stated in terms of TJ. S. dollars on the basis of the rates used 
by the companies at December 31, 1932, which rates were the prevailing market 
rates at that date or slightly lower. This basis of valuing foreign net current 
assets results in a conservative determination of current foreign earnings not 
transferred to the United States and eliminates from the accounts all unreal- 
ized exchange appreciation and unrealized market recoveries of exchange 
write-downs made in 1932 and prior years. Profits arising from the conversion 
into U. S. dollars of foreign funds transferred to this country have been taken 
into earnings. 

The minority interest in the capital and surplus of subsidiaries, relatively 
small in relation to the aggregate capital and surplus of subsidiaries, is included 
in the accounts payable. Net gains of relatively minor amount arising from 
transactions in the company’s capital stock have been classified as a deferred 
credit and deducted from deferred charges. During the year 1934, the reserve 
for collection expenses, $3,500,000, and $5,000,000 of the fire insurance 
reserve were transferred to the reserve for losses on receivables. 

In our opinion, subject to the foregoing, the accompanying balance sheet 
and related summaries of income and surplus fairly present, in accordance 
with accepted principles of accounting consistently followed by the companies, 
their financial condition at December 31, 1934, and the results of their opera- 
tions for the year. 


Haskins Sc Sells. 



Financial Section of President's Report 
to the Shareholders for 1934 

The following is the financial section of the President's report referred to by 
the Auditors and in the footnotes to the accounts. The remainder of the report is 
not reproduced in this book . 

Your attention is directed in the accompanying financial statements to 
the fact that items are stated for convenience in terms of United States cur- 
rency. Throughout the year all Canadian currency items have been con- 
verted into United States dollars on the basis of former parity. In converting 
other currencies to that medium, the general principles of exchange conversion 
in effect in 1932 and continued in 1933 have again been employed ; i.e., the 
recording of the cost of property at the rates effective at the date of reorgan- 
ization or subsequent acquisition and the providing of depreciation at former 
parity of exchange ; investments in United States dollars at cost or less ; 
inventories in United States dollars at cost or market, whichever is lower ; 
other current asset and current liability items in United States dollars at 
closing rates December 31st, 1934 ; capital stock at former parity of exchange ; 
debenture stock at the rates effective at the date of reorganization or subse- 
quent issue. The net result of exchange adjustments for the year 1934 was a 
debit of $825,276.97. This amount is not reflected in income but has been 
charged to exchange reserve. Profits were converted at month-end exchange 
rates. Dividends were paid in U.S. dollars or equivalents thereof in sterling. 

The note appearing under “ Property Account ” in the accompanying 
balance sheet sets forth the basis used in evaluation. Your Company was 
incorporated on July 25th, 1916 and in 1918 acquired all of the mining proper- 
ties and plant formerly owned by The Canadian Copper Company (an Ohio 
corporation) and these properties are taken at cost measured by the par value 
of its stock which was issued to The International Nickel Company (New 
Jersey) for the stock of The Canadian Copper Company. 

The Company’s engineers discovered an additional ore body in the 
Creighton Mine and on the basis of their report a valuation considered by the 
Directors to be conservative was placed thereon. This valuation was entered 
upon the books of the Company in 1923 and credited to earned surplus and has 
been transferred to capital surplus as at December 31st, 1934. No additional 
value has been placed upon the books of the Company as a result of other 
discoveries of ore. 

In 1925 the mining properties formerly owned by the British America 
Nickel Corporation, Limited w r ere acquired and entered upon the books at cost. 

In 1928 a plan of reorganization was consummated whereby your Com- 
pany, previously a wholly-owned subsidiary of The International Nickel 
Company (New Jersey), became the parent Company by issuing its stock direct 
to the stockholders of the latter Company in exchange for their holdings. At 
the time of this reorganization there was no revaluation made of the assets. 

Prior to its merger with your Company as at January 1st, 1929, the direc- 
tors of The Mond Nickel Company, Limited, on the basis of the reports of that 
Company’s engineers, made a revaluation of its mining properties and a sub- 
stantial increase in valuation was entered upon the books of that Company. 
This increase was partly offset by the establishment of reserves for depreciation 
and obsolescence against its plants, which had the effect of reducing their value 
below previously recorded book value. In consolidation, these reserves have 
been applied against the respective plant properties and have not been included 
in the figures of the depreciation reserves in your Company’s published accounts. 

It is a general policy of your Company to capitalize all additions to 
property at their cost. ^ 

During 1934 additions to property account, less recoveries, amounted to 
$2,395,257.54, the amount written off for dismantlement was $302,853.98, 
leaving the net additions $2,092,403.56 as shown in the balance sheet. The 
total property account, after deducting reserves for depreciation of plants 
and depletion of ore, was $139,191,559,47 compared with $140,911,616.83 
December 31st, 1933. 

On reference to the balance sheet it will be seen that your Com- 
pany’s investment in Ontario Refining Company, Limited increased from 
$7,784,119.87 to $10,367,698.13. Your Company’s return on this investment 
is treated as an adjustment of the refining tolls paid to that company for the 



Net current assets were $9 :v,a «« - 

with $35,200,850.95 at December 31st, 1933. Inventories amounting to 
$20,683,443.36, carried mainly in Canada, Great Britain and the United 
States, also include stocks in other countries. Cash balances amounting to 
$18,789,023.24 represent mainly sterling and Canadian and United States 
dollar deposits in England, Canada and the United States. 

The balance of the 5 per cent, debenture stock of The Mond Nickel 
Company, Limited and of the 6J per cent debenture stock of Henry Wiggin & 
. Company, Limited outstanding June 1st, 1934 were retired on that date. 
This advance retirement entailed disbursement equivalent to $2,777,559.90 
which included premium of $125,019.40. The 5|- per cent, mortgage deben- 
ture stock of The Mond Nickel Company, Limited (£1,089,908), which is sub- 
ject to annual drawings at par, is redeemable in whole or in part, on three 
calendar months’ notice, at any time prior to May 1st, 1936 at 103 per cent., and 
at any time thereafter prior to date of maturity. May 1st, 1957, at 102 per cent. 

The balance in retirement system reserve at December 31st, 1933 was 
$3,479,335.13. There were provided and applied to the reserve $756,258.26 
from profits and $254,159.03 from other reserves as mentioned in the second 
paragraph following. Disbursements for pensions, disabilities and death 
benefits were $197,188.97 leaving a balance of $4,292,563.45 at Dec. 31st, 1934. 

The balance in exchange reserve at December 31st, 1933 amounted to 
$1,826,823.69. As already explained in this section the net result of exchange 
adjustments for the year was a debit of $825,276.97, which reduced the balance 
at December 31st, 1934 to $1,001,546.72. 

The balance in insurance, contingent and other reserves at December 31st, 
1933 amounted to $2,223,067.90. There was added $404,403.35, representing 
net provision for insurance $22,105.05, and net provision for miscellaneous 
contingencies $382,298.30. There was charged $611,090.77, representing 
additional tax payments for prior years $356,931.74, and transfer to retire- 
ment system reserve $254,159.03, leaving a balance in these reserves at 
December 31st, 1934 of $2,016,380.48. Of the additions ($404,403.35) there 
was provided from profits $280,922.76, and the balance, $123,480.59, repre- 
sents transfers from investment reserves no longer required, and other mis- 
cellaneous adjustments. 

The capital surplus as at December 31st, 1933 was $59,924,194.98. To this 
amount there has been transferred from the earned surplus $1,000,000.00 
representing the valuation placed by the Directors on additional ore in the 
Creighton Mine to which reference has already been made in the third para- 
graph of this section. There was charged thereto the proportionate part 
of premium paid on debenture redemption applying to the period prior to 
1929, $82,969.76, leaving a balance of capital surplus of $60,841,225.22 as 
at December 31st, 1934. Included in the figure of capital surplus at the be- 
ginning and end of the year is $11,664,133.55 representing the amount re- 
ceived for common stock in excess of the capital value assigned thereto, 
this amount being “ distributable surplus ” as defined by The Companies 
Act, 1934 of the Dominion of Canada. 

The net operating income for 1934 was $23,808,610.32 from which were 
deducted $400,972.73 for interest (mainly on debenture stock), $4,115,314.90 
for depreciation and depletion and $804,843.89 for retirement system, insur- 
ance and other reserves, leaving a net profit of $18,487,478.80 compared with 
$9,662,583.64 for 1933. After provision for preferred dividends there re- 
mained $16,553,580.05 or $1.13 per share on the 14,584,025 shares of common 
stock. 

To the earned surplus as at December 31st, 1933, amounting to 
$22,767,570.30, there was added the net profit for 1934, $18,487,478.80. 
There were deducted therefrom the item of $1,000,000.00 already referred 
• to in this section, the proportionate part of premium paid on deben- 
ture redemption applying to the period subsequent to 1928, $42,049.64, 
the_ preferred dividends for the year, $1,933,898.75 and the common 
dividends for the year, $7,289,084.50, leaving a balance of earned surplus 
of $30,990,016.21 as at December 31st, 1934. 

On the opening page of this report reference is made to the fact that The 
Companies Act, 1934 of the Dominion of Canada calls for certain reclassi- 
fications in the form of your accounts. Minor rearrangements of the 1933 
•ficmrpq have accordingly been made in the accompanying financial statements 



(Incorporated under the Laws 
AND WHOLLY OWNED 


CONSOLIDATED BALANCE 
[Stated for convenience in terms 


Assets 

Dec. 31, 1934 

Dec. 31, 1933 

Property Account — 

$ 

( Reclassified .)* 

$ 

Balance as at beginning of year . . . . 

171,458,769.60 

171,242,663.54 

Properties acquired in 1918 from a predecessor company arc 
taken at cost measured by the par value of stock issued for 
stock of that company ; an ore body discovery at value fixed 
by the Directors in 1923 ; properties formerly owned by The 
Mond Nickel Company, Limited at valuations made by its 
Directors prior to the merger of that company, January 1929 ; 
o ther items at cost .* 

Net Additions during year 

2,092,403.56 

216,106.06 


173,551,173.16 

171,458,769.60 

Deduct Reserves — 

Depreciation of Plants 

25,826,267.85 

23,084,334.20 

Depletion . . 

8,533,345.84 

7,512,818.57 


34,359,613.69 

30,547,152.77 


139,191,559.47 

140,911,616.83 

Investments (at or below cost) — 

Ontario Refining Company, Limited (90% of CapitalStock,Dec.31, 
1934) 

10,367,698.13 

7,784,119.87 

Whitehead Metal Products Co. of New York, Inc. (100% of Pre- 
ferred Stock, 60% of Common Stock) 

300,000.60 

300,000.00 

Advances 

1,376,716.74 

957,364.94 

Other Investments (including 7 shares $100 par Preferred Stock 
and 5,856 shares Common Stock of The International Nickel 
Company of Canada, Limited carried by a subsidiary company at 
$32,669.33) 

1,107,267.89 

1,123,624.67 


13,151,682.76 

10,165,109.48 

Current Assets — 

Inventories of Metals and Supplies at cost or market, whichever is 
lower, as determined and certified by the responsible officials 

20,683,443.36 

18,720,125.42 

Accounts and Bills Receivable 

4,494,538.27 

5,886,424.45 

Ontario Refining Company, Limited 

606,442.04 

— 

Government and Other Securities (at or below cost) (Market De- 
cember 31, 1934, $1,928,034.00) 

1,766,095.40 

1,530,401.07 

Cash on Hand and in Banks (including special Demand and Time 
Deposits) 

18,789,023.24 

14,085,610.64 


1 46,339,542.31 

40,222,561.58 

Charges to Future Operations — 

Insurance prepaid, etc 

71,098.45 

95,478.60 


$198,753,882.99 

$191,394,766.49 





Approved on behalf of the Board of Directors : 
Charles Hayden I r > j rerfnr(: 
Robert C. Stanley functors . 

♦Explained in the “ Financial ” section of the accompanying Report, pages 10 to 120 . 

0 Pages 310 and 311 of this book. 


Auditors’ Report to Shareholders oe The 
We have made an examination of the consolidated balance sheet of The 
subsidiary companies as at December 31, 1934 and of the consolidated state 
with, we examined or tested accounting records and other supporting evidence ; 
and income accounts for the year, but we did not make a detailed audit of the 
We report that we have obtained all the information and explanations we 
attached consolidated balance sheet at December 31, 1934 is properly drawn r 
sistently maintained by the companies during the year under review, a true 
Nickel Company of Canada, Limited and its wholly owned subsidiary com 
us, and as shown by the books of the companies, and that the related state 
Pursuant to Section 114 of The Companies Act, 1934, we report that 
have been properly dealt with in the attached accounts. 

We have also reviewed the 4t Financial ” section of the President’s report, 
ments contained therein are correct. 



of the Dominion of Canada) 
SUBSIDIARY COMPANIES 
SHEET December 31, 1934 
of United States currency *) 


Liabilities 

Capital Stock * 

7% Cumulative Preferred — Authorized $27,679,900 ($100 and $5 
parvalue) 

(Redeemable at the Company’s option at 120% of par vaiue) 
Common Stock — without nominal or par value 14,584,025 shares 
Authorized 15,000,000 shares 

Dec. 31, 1934 

$ 

27,627,825.00 

60,766,770.84 

Dec. 31, 1933 
(Reclassified .*) 

$ 

27,627,825.00 

60,766,770.84 


88,394,595.84 

88,394,595.84 

Debenture Stock of British Subsidiaries — 

5 }% Mortgage Debenture Stock (£1,089,908, Dec. 31, 1934) 

5% First Mortgage Debenture Stock (£375,000) 

61 % Mortgage Debentures (£155,300) 

5,050,914.24 

5,180,210.02 

1,822,500.00 

754,758.00 


5,050,914.24 

7,757,468.02 

Current Liabilities — 

Accounts Payable and Pay Rolls 

OntarioRefiningCompany, Limited 

Taxes Accrued, including $1,875,381.83 Canadian Taxes 

Reserved for Pref 3rred Dividend payable February 1, 1935 . . 

2,648,302.31 

3,034,863.84 

483,474.68 

2,455,978.17 

213,513.58 

1,868,744.20 

483,474.68 


6,166,640.83 

5,021,710.63 

Reserves — 

Retirement System Reserve 

Exchange Reserve 

Insurance, Contingent and Other Reserves 

4,292,563.45 

1,001,546.72 

2,016,380.48 

3,479,335.13 

1,826,823.69 

2,223,067.90 


7,310,490.65 

7,529,226.72 

Surplus — 

Capital Surplus (including $11,664,133.55 representing amount 
received for common stock in excess of the capital value assigned 
thereto. Such amount is “ distributable surplus ” as defined by 
The Companies Act, 1934, Canada) 

Earned Surplus . . 

60,841,225.22 

30,990,016.21 

59,924,194.98 

22,767,570.30 


91,831,241.43 

82,691,765.28 


$198,753,882.99 

$191,394,766.49 


Note. — The auditors’ report to the shareholders appears on page seventeen hereof. 0 
0 Printed on this page in this book. 


International Nickel Company of Canada, Limited 
International Nickel Company of Canada, Limited and its wholly owned 
ments of profit ancyoss and surplus for the year 1934. In connection there- 
we also made a general review of the accounting methods and of the operating 
transactions. 

have required and that, in our opinion, based upon such examination, the 
«p so as to exhibit, in accordance with accepted principles of accounting con- 
and correct view of the state of the combined affairs of The International 
panics according to the best of our information and the explanations given to 
ments of income and surplus fairly present the results of operations for the year, 
profits and losses of non-consolidated subsidiary companies, in our opinion, 

to which reference is made in the balance sheet, and, in our opinion, the state- 


Price, Waterhouse Sc Co., 
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THE INTERNATIONAL NICKEL COMPANY 
OF CANADA, LIMITED 

AND WHOLLY OWNED SUBSIDIARY COMPANIES 

STATEMENT OF CONSOLIDATED PROFIT AND LOSS 
For the Year ended December 31, 1934 

{Stated for convenience in terms of United States currency*) 


Earnings of all Properties, after deducting Manufacturing, Selling 

Expense, Ordinary Repairs and Maintenance 

Other Income— 

From Investments, including interest on deposits, etc. 

Miscellaneous . . . . 

1934 

$ 

27,672,126.39 

312,444.80 

12,519.27 

| 1933 ' 

( Reclassified *) 

16,707,647-06 

198,226.46 

52,293.96 


324,964.07 

250,520.42 

Total Income 

27,997,090,46 

16,958,167.48 

Deduct — i 

Administrative and Head Office Expense (including $38,255.00 

Directors’ Fees) 

Provision for Income and Franchise Taxes (including $1,838,789.22 
Canadian Income Taxes) 

1,384,870.05 

2,803,610.09 

1,072,096.16 

1,504,743.95 


4,188,480.14 

2,576,840.11 

Net Operating Income 

23,808,610.32 

14,381,327.37 

Deduct — 

Interest Paid and Accrued (including $386,535.40 interest on 

funded indebtedness) 

Provision for — 

Depreciation and Depletion . . . 

Retirement, Insurance and Other Reserves 

400,972.73 

4,115,314.90 

804,843.89 

449,762.88 

3,551,653.32 

717,327.53 


5,321,131.52 

4,718,743.73 

Net Profit for the Year Carried to Surplus 

$18,487,478.80 

$ 9,662,583.64 

STATEMENT OF CONSOLIDATED EARNED SURPLUS 

Earned Surplus Beginning of Year 

Net Profit as Above 

Adjustment for Taxes 

22,767,570.30 

18,487,478.80 

14,688,559.89 
9,662,583.64 
j 350,325.52 


41,255,049.10 

24,701,469.05 

Amount Transferred to Capital Surplus* 

Premium Paid on Debenture Redemption 

1,000,000.00 

42,049.64 

i 


1,042,049.64 

- 


40,212,999.46 

24,701,469.05 

Dividends— 

Preferred 

Common 

1,933,898.75 

7,289,084.50 

1,933,898.75 


9,^2,983.25 

1,933,898.75 

Earned Surplus end of Year 

$30,990,016.21 

$22,767,570.30 


Note. — T he figures above do not include $90,170.25 representing your Company’s equity in undis- 
tributed piofits of non-consolidated subsidiary companies. 
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THE INTERNATIONAL NICKEL COMPANY 
OF CANADA, LIMITED 

AND WHOLLY OWNED SUBSIDIARY COMPANIES 

QUARTERLY STATEMENTS OF CONSOLIDATED PROFIT AND LOSS 
For the Year ended December 33, 1934 

{Stated for convenience in lewis of United Stales currency*) 


Earnings 
Other Income 

Total Income 

Administrative and General Ex- 
pense 

Provision for Taxes 


Net Operating Income 
Deduct — 

Interest Paid and Accrued 
Provision for Depreciation, De- 
pletion and Other Reserves . . 


Net Profit Carried to Surplus 

QUARTERLY STATEMENTS OF 
CONSOLIDATED EARNED 
SURPLUS 

Earned Surplus Beginning of 
Period 

Net Profit as Above 


Amount Transferred to Capital 
Surplus* 

Premium Paid on Debenture Re- 
demption 


Dividends — 
Preferred 
Common 


Earned Surplus End of Period . , 


First Quarter 
March 31, 1934 
! $ 
7,463,766.49 
44,048.81 

AS issued 

Second Quarter 
June 30, 1934 

$ 

7,368,724.90 

91,124.88 

—i 

Third Quarter 
Sept. 30, 1934 

6,116,395.80 

108,234.18 

Fourth Quarter 
Dec. 31, ’1934 
$ 

6,723,239.20 

81,556.20 

7,507,815.30 

7,459,849.78 

6,224,629.98 

6,804,795.40 

352,238.34 

768,936.16 

374,867.50 

826,638.22 

318,533.43 

660,154.63 

339,230.78 

547,881.08 

1,121,174.50 

1,201,505.72 

978,688.06 

887,111-86 

6,386,640.80 

6,258,344.06 

5,245,941.92 

5,917,683.54 

119,029.09 

104,133.76 

76,308.29 

101,501.59 

1,218,335.80 

1,190,843.82 

1,164,467.69 

1,346,511.48 

1,337,364.89 

1,294,977.58 

1,240,775.98 

1,448,013.07 

35,049,275.91 

$4,963,366.48 

$4,005,165.94 

$4,469,670.47 

22,767,570.30 

5,049,275.91 

25,875,554.62 

4,963,366.48 

28,855,579.87 

4,005,165.94 

30,190,545.77 

4,469,670.47 

27,816,846.21 

30,838,921.10 

32,860,745.81 

34,660,216.24 


— 

- 

1,000,000.00 

- 

42,049.64 

- 

- 

27,816,846.21 

30,796,871.46 

32,860,745.81 

33,660,216.24 

483,474.69 

1,457,816.90 

483,474.69 

1,457,816.90 

483,474.69 

2,186,725.35 

483,474.68 

2,186,725.35 

1,941,291.59 

1,941,291.59 

2,670,200.04 

2,670,200.03 

$25,875,554.62 

$28,855,579.87 

$30,190,545.77 

$30,990,016.21 


♦Explained in the “ Financial ” section of the accompanying Report, pages 10 to 12* 0 
0 Pages 310 and 311 of this book. 
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THE NATIONAL CASH REGISTER COMPANY 

CONSOLIDATED INCOME AND SURPLUS ACCOUNT 
For the Year Ending December 31, 1934 


Sales (including sales of foreign subsidiary 
companies and branches converted at 
current rates of exchange as at December 

1 

$ 

31, 1934) 

Profit from operations before provision for 
Income Taxes for the year ending Dec. 
31, 1934, including profits and losses 
of foreign subsidiary companies and 
branches, and after deducting deprecia- 
tion on plant and equipment amounting 


30,024,326.47 

; 

to $1,012,849.62 


1,726,504.95 

Miscellaneous Income (net) 


14,340.1 5 

Together 

Special Deductions for Foreign Exchange 


1,740,845.10 

Valuations 

Provisions for Income Taxes (Domestic 

333,251.08 

j 


and Foreign) 

291,962.73 

625,213.81 

Net Profit for the year 


1,115,631.29 

Earned Surplus, January 1, 1934 

Deduct — Adjustment of earned surplus of 
the German subsidiary company at 
January 1, 1934, arising through acquisi- 
tion of minority interest by the Krupp 

2,312,534.71 


company 

180,314.41 

2,132,220.30 

Together 


3,247,851.59 

Dividends 

Earned Surplus per Balance Sheet 


610,558.32 

December 31, 1934 


$2,637,293.27 


CAPITAL SURPLUS ACCOUNT at December 31, 1934 


Capital Surplus, January 1, 1934. . 

Deduct — Adjustment of capitalized 
surplus of the German subsidiary 
company arising through acquisition 
of minority interest by the Krupp 
company 

Capital Surplus per Balance Sheet 
December 31, 1934 


$ 

5,858,013.24 


195,946.84 

# 


$5,662,066.40 
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THE NATIONAL CASH REGISTER COMPANY 

COMBINED STATEMENT OF ASSETS AND LIABILITIES OF 
FOREIGN SUBSIDIARY COMPANIES AND BRANCHES 
as at December 31, 1934 


Assets 

Cash 

Customers’ accounts receivable less reserves .. 

Agents’ balances and miscellaneous accounts receivable 
less reserves 

Inventories of registers, raw materials, supplies and re- 
pair part* (after deducting inter-company profit) . . 

Total current assets 

Deferred charges 

Property, plant and equipment {less depreciation re- 
serves of $1,098,347.60) 

Total Assets . . . . 

i 

Total com- 
panies and 
branches 

1,011,317.21 

6,325,919-36 

690,425.93 

4,408,211.14 

German 
Company 
, J; 

360,401.06 

1.164.999.50 

176,062.12 

1.512.102.51 

Other com- 
panies and 
branches 
§ 

650,916.15 

5,160,919.86 

514,363.81 

2,896,108.63 

12,435,873.64 

3,341,817.10 

1,487,626.28 

3,213,565.19 

747,749.36 

911,975.67 

9,222,308.45 

594,067.74 

575.650.61 

$15,265,317.02 

$4,873,290.22 

$10,392,026.80 

Liabilities and Reserves 1 

Notes payable to banks (guaranteed by the parent 

company) . . . . ] 

Accounts payable, trade and miscellaneous . . . . 

Agents’ balances and prospective commissions 

Provision for taxes, insurance, etc. 

Customers’ deposits 

Total current liabilities 

Serial payments (see note) 

General reserve 

Total liabilities and reserves 

Balance 

Minority interest of the Krupp company in the German 
company 

Net assets applicable to Dayton company’s interest . . 

Dedu4 — Reserve for contingencies 

Balance of net assets, per balance sheet 

$ 

708,071.61 

644,053.18 

554,643.13 

828,232.30 

278,088.00 

$ 

154,198.05 

146,880.97 

62,720.00 

40,508.44 

$ 

708,071.61 
489,855.13 
407,762.1 6 
765,512.30 
237,579.56 

3,013,088.22 

543,428.00 

809,931.60 

404,307.46 

3+4,960.00 

275,584.72 

2,608,780.76 
198.468.00 
| 534,346.88 

4,366,447.82 

1,024,852.18 

! 3,341,595.64 

10,898,869.20 

763,464.67 

3,848,438-04 

763,464.67 

7,050,431.16 

10,135,404.53 

3,150,000.00 

$3,084,973.37 

$7,050,431.16 



$6,985,404.53 


Note. — 'Includes $344, 960.00 representing eight years’ dividends, beginning in 1930, guaranteed to 
the minority interest by the parent company. 


Valued in United States Dollars 

Property accounts at dollar cost less depreciation. Inventories at dollar cost after deducting inter- 
company profit reserves, and all other items at rates of exchange as at December 31, 1934, except those of 
the German subsidiary which were valued at the year end rate less 39.25%, the discount rate on German 
blocked marks. 
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THE NATIONAL CASH 

CONSOLIDATED BALANCE 


Assets 

Current Assets — 

Cash, in Bank and on Hand 
Customers’ accounts receivable ; less 
reserves : 

Installment accounts 

(customers) .. ..$7,732,133.66 

Other accounts 

(customers) . . . . 1,049,532.82 


Agents’ balances and miscellaneous 
accounts receivable less reserves 
Inventories at cost or market, which- 
ever is lower (certified to by officials 
of the Company as to quantity and 
condition) 

Prepaid Insurance, Etc. 

Investment in Foreign Subsidiary 
Companies and Branches, as per 
statement attached 

Other Investments (Including 36,000 
shares of Company’s Common Stock, at 
$293,869.58 cost, under option to Chair- 
man of the Board at cost plus 4% interest 
less dividends) 

Property, Plant and Equipment, at 
book values, less depreciation reserves 
of $6,611,731.12 

Patents, Goodwill and Other In- 
tangible Assets 


$ $ 

2,359,470.95 


8,781,666.48 

928,388.71 

8,155,016.55 


20,224,542.69 

195,812.66 

6, 985,404.53 


535,117.52 

8,229,790.89 

1.00 

$36,170,669.29 


Auditors’ 

To the Stockholders of The National Cash Register Company : 

As auditors elected at the annual meeting of the stockholders April 1 1 , 
National Cash Register Company and its domestic subsidiary company as at 
and branches as at December 31, 1934, and the consolidated statement of 
subsidiary companies and branches. In connection therewith we examined or 
company and other supporting evidence, and were furnished with properly 
obtained information and explanations from officers and employees ; we also 
income accounts for the year, but we did not make a detailed audit of all the 
In our opinion, based upon such examination, the accompanying con 
the combined statement of assets and liabilities of foreign subsidiary 
fairly present, in accordance with accepted principles of accounting con 
under review, its position at December 31, 1934, and the combined results of* 


56 Pine Street, New York, N.Y, March 18, 1935 
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REGISTER COMPANY 


SHEET, DECEMBER 31, 1934 


Liabilities 

Current Liabilities — 

$ 

% 

Notes payable 

Accounts payable, trade and miscel- 

394,492.28 


laneous 

Agents’ balances and prospective com- 

848,837.51 


missions 

1,007,545.02 


Dividends payable January, 1935 

203,519.55 


Accrued taxes 

339,443.43 


Customers’ deposits 

90,557.88 


* 


2,884,395.67 

Reserves for contingencies 

Capital and Surplus — 

Represented by : 

1,628,000 shares of common stock 
without par value outstanding : 
Authorized but not issued 400,000 shares of 
Common “ B ” stock which cannot be issued 
unless so ordered by a majority in interest of 
the stockholders of the Company. 


566,913.95 

Capital 

24,420,000.00 


Capital Surplus 

5,662,066.40 


Earned Surplus 

2,637,293.27 


Contingent Liabilities : Guaranteed 
bank credits of approximately 
$100,000. Notes payable by Sub- 
' sidiary Companies guaranteed by the 
parent company $708,071.61 (see at- 
tached statement of Foreign Sub- 
sidiary Companies’ Assets and 
Liabilities) . 


32,719,359.67 

$36,170,669.29 


Certificate 

1934, we have made an examination of the consolidated balance sheet of The 
December 31, 1934, the combined statement of assets of foreign subsidiaries 
income and surplus for the year 1934, including the operations of foreign 
tested accounting records of the Company and its domestic subsidiary 
authenticated returns from foreign subsidiary companies and branches. We 
made a general review of the accounting methods and of the operating and 
transactions. 

solidated balance sffeet of the Company and its domestic subsidiary company, 
companies and branches, and the related statement of income and surplus, 
sistently maintained by the Company and its subsidiaries during the year 
-operations for the year. 


Price, Waterhouse & Co. 
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UNITED STATES STEEL CORPORATION AND 
SUBSIDIARY COMPANIES 

BALANCE SHEET, STATEMENTS OF ACCOUNTS 
AND STATISTICS 


The consolidated general balance sheet and the statements of accounts 
and statistics presented in this annual report comprehend the combined 
results for the United States Steel Corporation and its subsidiary companies, 
except that balances due between affiliated companies have been omitted 
from both the assets and the liabilities. Several companies a majority of whose 
stock only was owned and which were previously excluded have been brought 
into the consolidated balance sheet this year to observe uniformity in method 
of including partly owned subsidiaries, also the proportion of assets and 
liabilities applicable to the minority interest of stock of Pittsburg, Bessemer 
Sc Lake Erie R. R. Company as stated on page 7.* The net current assets of 
foreign subsidiaries are included in the consolidated balance sheet on a basis 
not in excess of the equivalent exchange value at December 31, 1934, expressed 
in United States dollars. 

The gross Property Investment Account, inclusive of Intangibles, is 
stated in the assets as shown by the consolidated balance sheet, based on the 
valuations represented by capital stock and bonds of the Corporation issued 
for acquirement of the subsidiary companies and cash, plus cash outlays made 
for additional property acquired since the organization of the Corporation, 
and less (a) the sum of $508,302,500 written off for Intangible values, as 
heretofore shown in previous annual reports, and (&) credits for investment 
value or cost of property sold, retired or otherwise disposed of. In addition, 
as shown in table on page 16f , the sum of $833,232,095 has been provided from 
income for account of accrued depletion, depreciation, obsolescence and 
amortization of the present gross investment value or cost at which existing 
property is carried. 

The accounts of United States Steel Corporation and of the subsidiary 
companies for the year 1934 have been audited by Price, Waterhouse & Co., 
the independent auditors selected for this purpose by the stockholders at 
the annual meeting held April 2, 1934. The independent auditors' report 
to the stockholders is printed below. 0 

*Not reproduced in this book. 

f Page 326 in this book. 

jzPage 321 in this book. 



321 


UNITED STATES STEEL CORPORATION AND 
SUBSIDIARY COMPANIES 

AUDITORS’ REPORT TO STOCKHOLDERS 


New York, March 5, 1935 

To the Stockholders of the United States Steel Corporation : 

As auditors elected at the annual meeting of stockholders held on April 2, 
1934, we have made an examination of the consolidated balance sheet of the 
United States Steel Corporation and its subsidiary companies as at December 
31, 1934, and of the consolidated income account, condensed general profit and 
loss account, and statement of surplus for the year 1934. In connection there- 
with, we examined or tested accounting records of the corporation and its 
subsidiaries and other evidence, including confirmation of cash and securities 
by inspection of certificates from the depositaries, and obtained information 
and explanations from the officers and employes of the corporation and its 
subsidiaries ; we also made a general review of the accounting methods and 
of the operating and income accounts for the year, but we did not make a 
detailed audit of all transactions. 

In our opinion, based upon such examination, the expenditures charged 
to the gross property investment during the year cover actual additions and 
extensions ; the provisions for depreciation and depletion have been computed 
under the same general plan observed in previous years and appear to be 
reasonable, but are subject to possible adjustment upon completion of an 
analysis of investment in depreciable property now in progress ; the valuations 
of stocks of material and supplies on hand (as shown by inventories certified 
by responsible officials) have been made at cost or market prices, whichever 
were lower ; proper provision has been made for bad and doubtful receivables 
and for all ascertained liabilities, and the accompanying balance sheet and 
related income account, condensed general profit and loss account and state- 
ment of surplus fairly present, in accordance with acceptable principles of 
accounting consistently maintained by the companies during the year under 
review, the position of the United States Steel Corporation and its subsidiary 
companies on December 31, 1934, and the combined results of operations 
for the year. 


Price, Waterhouse & Co. 
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UNITED STATES STEEL CORPORATION 

CONSOLIDATED GENERAL BALANCE 


Assets 

Property Investment Accounts — 

Properties Owned and Operated by 
the Several Companies, per Table 
on page 16* 

Balance of this account as of 
December 31, 1934, less De- 
pletion, Depreciation and 

$ 

1 

Amortization Reserves 

Mining Royalties — 


1,626,143,781.60 

Mining Royalties on unmined ore . . 
Deferred Charges (Applying to future 
operations of the properties) — 

Advanced Mining and other opera- 


8,228,864.26 

ting Expenses and Charges 

Discount on Subsidiary Companies’ 

1,735,305.41 


Bonds sold (net) 

Investments — 

Outside Real Estate and Investments 
in Sundry Securities, including 
Real Estate Mortgages — less re- 

198,428.46 

1,933,733.87 

serves 

House and Land Sales Installment 
Contracts and Mortgages under 

8,503,39 6.22 


Employes’ Home-owning and other 

7,854,392.71 


Property Sales Plans — less reserves 

General and Reserve Fund Assets — 
Cash resources held by Trustees ac- 

16,357,788.93 

count Bond Sinking Funds 
(Trustees also hold $13,349,000.00 
of redeemed bonds, not included as 
liabilities in this Balance Sheet.) 

Cash Deposits held by Trustees for 
payment of matured and called 
Bonds unpresented, and for the 
outstanding U.S. Steel 50-year 
non-callable series, 5% Bonds, 
aggregating for all $285,000.00 par 

437,652.74 


value (see contra) . . 

U.S. Steel Corporation Common Stock 
held for account Employes’ Stock 
Subscriptions (18,565 shares) — less 

348.450.00 


reserves 

Insurance and Depreciation Fund 

A * 

Cash" . . $4,674,822.08 

U.S. Government Securities (Mar- 
ket value $988,219.29) 

. . 976,663.94 

539,377.00 

5,650,486,02 


Forward 

6,975,966.76 

1,652,664,168,66 


Page 326 in this book. 



AND SUBSIDIARY COMPANIES — (cont.) 3^3 

SHEET, December 31, 1934 


Liabilities 

$ 

1 

Capital Stocks — 

United States Steel Corporation : 

Common (Authorized 12,500,000 
shares; issued 8,703,252 shares) 

870,325,200.00 


Preferred (Authorized 4,000,000 
shares; issued 3,602,811 shares) 

360,281,100,00 


Premiums on Common Stock — U.S. 
Steel Corporation . . 


1,230,606,300.00 

81,250,021.42 

Subsidiary Companies Stocks not held 
by United States Steel Corporation 
'(Book value of same) 


5,815,133.43 

Bonded, Mortgage and Debenture 
Debt Outstanding (see page 22* for 
detailed statement) — 

Bonds for Payment of which Cash is 
Specially held by Trustees : 

Matured and Called Bonds un- 
presented for payment 

16,000.00 


U.S. Steel Corporation 50-year 
5% Bonds, non-callable series 

269,000.00 


All other Outstanding Issues of Sub- 
sidiary Companies (Maturities in 
1935 aggregate $2,125,298.39) : 
Guaranteed by U.S. Steel Cor- 
poration 

285,000.00 

51,096,000.00 


Not Guaranteed by U.S. Steel 
Corporation 

43,514,000.00 


Real Estate Mortgages and Pur- 
chase Money Obligations 

768,688.84 

95,663,688.84 

16,017,541.22 

Subsidiary Companies Purchase Money 
Obligations — Issued at various dates 
from 19 13 to 1925, inclusive, in connec- 
tion with acquirement of the fee title 
to certain ore properties previously 
held under mining leases and maturing 
over a period of 24 years — Guaranteed 
by United States Steel Corporation 
$15,207,541.22; not guaranteed 
$810,000.00 ; non-interest bearing 
$15,766,824.22 ; interest bearing 
$250,717.00 


(Maturities in 1935 aggregate 
$965,860.06) ~ 

Installment Deposits Under Employes 
Stock Subscription Plan 


303,811.40 

Forward 


1,429,656,496.31 


Not reproduced in this book: 
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UNITED STATES STEEL CORPORATION 

CONSOLIDATED GENERAL BALANCE 



$ 

$ 

1,652,664,168.66 

Forward 

Advances on Contracts and to Rail- 
road Credit Corporation, also Cash 
and Receivables due from banks 
and others in process of reorganiza- 
tion or liquidation or payment of 

6,975,965.76 

which may be delayed, less reserves 

Current Assets — 

Inventories, less credit for amount of 
Inventory values representing 
Profits earned by Subsidiary Com- 
panies on Inter-Company sales of 
products on hand in Inventories 
December 31, 1934, less reserves , 

4,349,850.69 

11,325,816.45 

(See note opposite) . . . . 

257,359,655.78 


Accounts Receivable — less reserves . . 

32,721,408.41 


Bills Receivable — less reserves 

Sundry Marketable Securities, less 
reserves, including $53,913,951.72 
U.S. Government Securities (Total 

4,110,809.77 


market value $55,138,806.52) 

54,625,722.97 


Cash Working Funds 

752,128.94 


Time and other special Bank Deposits 
Cash (in hand and on deposit with 
Banks, Bankers and Trust Com- 

2,865,941.95 


panies, subject to cheque) . . 

67,686,633.84 

420,122,301.66 


1 

2,084,112,286.77 
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SHEET, December 31, 1934 — contd. 
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$ 

$ 

Forward 

Current Liabilities — 

Current Accounts Payable and Pay 
Rolls (Includes $1,236,867.24 ac- 
crued for Personal Injury Claims 

j 

1,429,656,496.31 

payable after 1935) 

Accrued Taxes, not yet due, including 
reserve for Federal Income and 

22,306,348.52 


Capital Stock Taxes 

Accrued Interest, Unpresented Cou- 

30,229,545.33 


pons and Unclaimed Dividends 
Preferred Stock Dividend No. 135, 

1,649,256.62 


payable February 27, 1935 

1,801,405.50 

55,986,555.97 

Total Capital and Current Liabilities 
Reserves and Surplus — 

Contingent, Miscellaneous Operating 


1,485,643,052.28 

and other Reserves 


23,764,235.61 

Insurance Reserves . . 

Earned Surplus : 

Undivided Surplus of United 
States Steel Corporation and 


46,129,371.00 

Subsidiary Companies 
Appropriated for and invested in 

258,575,627.88 


Capital Expenditures . . 

270,000,000.00 

*528,575,627.88 


? 

2,084,112,286.77 


* This Balance of Surplus is subject to revision upon completion during 
1935 of an analysis of Investment in Physical Property now in progress, 
involving also revision of depreciation accruals for previous years, as explained 
on Page 6|. , m 

That part of the Surplus of Subsidiary Companies representing Profits on 
sales of materials and products to other subsidiary companies and on hand in 
latters* Inventories is, in this Balance Sheet, deducted from the amount of 
•Inventories included under Current Assets. 

Cumulative Preferred Dividends Unpaid at December 31, 1934 amount to 
11J% or $40,531,623.75. 

f Not reproduced in this book 



326 UNITED STATES STEEL CORPORATION 
AND SUBSIDIARY COMPANIES— (cont.) 


PROPERTY INVESTMENT ACCOUNT, December 31, 1934 



$ 

§ 

Gross Fixed Property Investment Account, 
December 31, 1933, inclusive of balance 
of Intangibles but exclusive of Stripping 
and Mine Development and Structural 
Erection Equipment 


2,430,633,694.65 

Add Property Investment Accounts of 
controlled companies which have not 
heretofore been included in the consoli- 
dated organization's accounts (covers 
principally the minority proportion of 
the fixed assets of Pittsburg, Bessemer 
& Lake Erie R.R. Co.) . . 


10,861;259.48 

Net of sundry adjustments to Property 
Account in 1934 . . 


849,806.66 

Capital Expenditures on Property Ac- 
count in 1934 (ex. Stripping and De- 
velopment) 

9,777,895.63 

2,442,344,760.79 

Less Realizations from Sales and Dis- 
mantlement of property creditable 
Investment Account 

1,511,100.47 


Net Expenditures for new con- 
struction in the year . . 


8,266,795.16 

Less Amounts written off in year 1934 
to Depletion and Depreciation Re- 
serves for investment cost of natural 
resources exhausted and of improve- 
ments, equipment and facilities 
abandoned and retired 


2,450,611,555.95 

28,118,515.25 

Gross Fixed Property Investment 
December 31, 1934 


2,422,493,040.70 

Less Balances in Depletion, Deprecia- 
tion, Obsolescence, Amortization 
and Current Maintenance Re- 
serves, at December 31, 1934, per 
table on page 27 1 . . 


833,232,095.97 

Net Fixed Property Investment 
December 31, 1934 

* 

1,589,260,944.73 

Investment in Stripping and Development 
at Mines and Structural Erection Equip- 
ment : 

Balance at December 31, 1933 

37,835,839.76 

Expended during the year 1934 

1,429,385.76 


Less Charged oft in 1934 in operating 

39,265,225.52 

r 


expenses 

2,382,388.65 


Balance December 31, 1934 


36,882,836.87 

Total of Property Investment Account, 


* 

December 31, 1934, inclusive of balance 
of Intangibles, per Consolidated General 
Balance Sheet . . 

$ 

1,626,143,781.60 


* The reported balance of Net Fixed Property Investment at December 
31, 1934, is subject to possible adjustment of depreciation accruals upon 
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UNITED STATES STEEL CORPORATION AND 
SUBSIDIARY COMPANIES— (cont.) 

COMPARATIVE INCOME ACCOUNT 

For the Years ending December 31, 1934 and 1933 



1934 

1933 

-}~ Increase 
— Decrease 

Total Earnings (or Deficits) — 

First Quarter 

Second Quarter . . 

Third Quarter 

Fourth Quarter 

$ 

6,578,730.77* 

21,082,389.16* 

3,768,863.42* 

3,788,375.71* 

$ 

4,045, 065.43t 
4,631,962.77* 
11,816,832.61* 
5,587,543.06* 

4- 10,623,796.20 
4- 16,450,426.39 
— • 8,047,969-19 
— 1,799,167.35 

Total for year 

35,218,359.06* 

17,991,273.01* 

4- 17,227,086.05 

Charges and Allowances for Depletion, Deprecia- 
tion, Amortization and Obsolescence 

44.121,258.91 

43,195,117.06 

4- 926,141-85 

Deficit in the year 

8,902,899.85 

25,203,844.05 

4- 16,300,944.20 

Interest charges on bonds and mortgages out- 
standing : 

Of Subsidiary Companies 

Of U. S. Steel Corporation 

5,037,001.82 

13,450.00 

5,150,693.40 

13,759.32 

— 113,091.58 

— 309.32 

Deficit 

13,953,951.67 

30,368,296.77 

4- 16,414,345.10 

Proportion of overhead expenses of iron ore prop- 
erties and transportation service not applied to 
inventory value of ore production 

7,805,942.63 

7,468,237.41 

4- 337,705.22 

Deficit 

21,759,894.30 

37,836,534.18 

4- 16,076,639.88 

Special income receipts including (for 1933) inter- 
est on Railroad Recapture payments refunded, 
less reserve for account of adjustments in con- 
nection with Employes’ Stock Subscription 
Plan ; and net adjustments of various accounts 
(cr.) 

92,114.35 

1,335,411.29 

— 1,243,296.94 

Net Deficit 

21,667,779.95 

36,501,122.89 

4- 14,833,342.94 

Dividends on U. S. Steel Corporation stock : 
Preferred, 2% 

7,205,022.00 

7,205,622.00 



Total Deficit 

$28,873,401.95 

$43,706,744.89 

4- $14,833,342.94 


^Income, 
f Deficit. 
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UNITED STATES STEEL CORPORATION 

CONDENSED GENERAL PROFIT AND LOSS ACCOUNT 
For the Year ending December 31, 1934 


Gross Receipts' — Gross Sales and Earn- 
ings (see page 5) f 
Operating Charges — 

Manufacturing and Producing Cost 
and Operating Expenses, including 
inventory price adjustments, ordin- 
ary maintenance and repairs and 
provisional charges of $44,121,258.91 
by subsidiary companies for deple- 
tion, depreciation and obsolescence. . 
Administrative, Selling and General 
Expenses, including appropriations 
under pension plan, but exclusive of 
general expenses of transportation 
companies included in item above . . 
Taxes (including reserve for Federal 
Income Taxes) 

Commercial Discounts 


591,609,497.39 


532,235,150.92 

37,986,702.75 

28,844,419.41 

2,938,247.25 


602,004,520.33 


Deficit 

Sundry Net Manufacturing and Oper- 
ating gains and losses, etc. . . Dr. 

Idle Plant Expenses . . . . Dr. 

Rentals and Royalties received 


10,395,022.94 


879,332.84 

2,694,390.03 

1,493,984.25 


Dr. 2,079,738.62 


Total Manufacturing, Producing 
and Operating Net Deficit after 
deducting charges for depletion, 
depreciation and obsolescence . . 
Other Income and Charges 
Net Profits of properties owned, but 
whose operations (gross revenue, cost of 
product, expenses, etc.) are not classi- 
fied in this statement .. 

Interest and Discount and Income from 
Sundry Investments 


115,155.82 

4,384,427.03 


12,474,761.56 


4,499,582.85 


Balance (Forward) 


7,975,178.71 


t Not reproduced in this book. 

* These profits have been earned by individual subsidiary companies on 
being locked up in the inventory value of materials held by the purchasing 
earnings of the combined organization. Such profits are so embraced only m 
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A ND SUBSIDIARY COMPANIES— (cont.) 

CONDENSED GENERAL PROFIT AND LOSS ACCOUNT—^.) 
For the Year ending December 31, 1934 



$ 

1 

Balance (Forward) 

Net Balance of Subsidiaries 5 Inter-Com- 
pany Profits not yet realized as cash 


7,975,178.71 

assets* . . 


Dr. 927,721.14 

Deficit 

Less , net balance of sundry receipts and 
charges account adjustments of 


8,902,899.85 

various accounts (credit) 

Proportion of overhead expenses and 
taxes of the Lake Superior Iron Ore 
properties and Great Lakes Transpor- 
tation service normally included in 
the value of the season's production of 
ore carried in Inventories, but which 
because of curtailment in tonnage of 
ore mined and shipped in 1934, is not 


92,114.35 

8,810,785.50 

so applied 


7,805,942.63 

Total Net Operating Loss 

Interest charges on outstanding bonds 
and mortgages : 


16,616,728.13 

Of Subsidiary Companies 

5,037,601.82 


Of U. S. Steel Corporation 

13,450.00 




5,051,051.82 

i 

Total Deficit before charging 


Dividends 


$21,667,779.95 


inter-company sales made and service rendered to/for other subsidiaries but 
companies at close of 1934, are not to that date included as part of the reported 
•the year in which they are converted into a cash asset. 
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UNITED STATES STEEL CORPORATION 

SUMMARY OF THE FINANCIAL OPERATIONS OF ALL PROPERTIES 


For Year ending December 31, 1934 


NET RESOURCES 

Net Deficit for the year before charging 
dividends 

Less : Charges for Depletion, Deprecia- 
tion and Obsolescence ($46,381,077. 
98) in excess of disbursements for 
account Bond Sinking Funds, Extra- 
ordinary Replacements and other 
sundry purposes ($883,356.39) 

Net Income before making the 
charges above described 
Net Receipts during the year for account 
Insurance, Contingent and sundry 
reserves 

Net Receipts from liquidation of invest- 
ments in Outside Real Estate, Land 
Sales Contracts, Employes’ House 
Sales Contracts, Sundry Stocks, etc. . . 
Sundry Miscellaneous receipts 

Total Net Resources for the year 

Payments made for the Following 
Purposes : 

Dividends declared for the year 1934 

Additional Property, Construction and 
net outlays for Mine Stripping and 
Development 

Bonds, Mortgages and Purchase Money 
Obligations paid off 

Purchase Money Obligations (issued in 
acquirement of Ore Properties) paid . . 

Net additional payments for Advanced 
Mining Royalties 


$ * 

21,667,779.95 


45,497,721.59 

23,829,941.64 

446,841.45 

1,585,358.80 

332,858.44 

26,195,000.33 


7,205,622.00 

7,313,792.27 

2,256,534.91 

992,718.02 

155,687.11 


Liquidation of liability for Employes’ 
Stock Subscriptions in excess of install- 
ments received, by delivery of Stock 
and by cancellation of subscriptions . . 


1 

2,433,339.98 I 


20,357,694.29 


Excess of Net Resources for the 
year over foregoing amount of 
Payments made 


$5,837,306.04 
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AND SUBSIDIARY COMPANIES— (cont.) 

SUMMARY OF THE FINANCIAL OPERATIONS OF ALL PROPERTIES 

— {cont.) 

For Year ending December 31, 1931 — (cont). 


The foregoing excess of net resources 
during the year is accounted for as 
follows : 

$ 

$ 

Increase in Current and Other 
Assets, viz. : 



In Cash, General and Special Accounts 

12,375,931.75 


In Inventories 

4,745,004.01 


In Marketable Securities held in General 
and Reserve Funds and in Current 
Assets 

5,134,295.61 



22,255,231.37 


Less , Decrease : 



In Accounts and Bills 

Receivable . . 17,743,080.49 



In Investments in 

U. S. Steel Common 

Stock held for ac- 
count Employes 1 

Stock Subscriptions 3,719,438.00 

11,462,518.49 



10,792,712.88 


Deduct : Net Increase in Current 
Accounts Payable, Accrued 
Taxes and Accrued Interest . . 

4,955,406.84 


Balance, being Net Increase in Net Work- 
ing and Other Assets during the year , . 

$5,837,306.04 







332 UNITED STATES STEEL CORPORATION 
AND SUBSIDIARY COMPANIES— (cont.) 

SUMMARY OF NET PROFITS AND UNDIVIDED SURPLUS 
April I, 1901, to December 31, 1934 


Net Income after deducting all expenses incident to oper- 
ations and allowances for depletion, depreciation, amor- 
tization and obsolescence, but exclusive of such allow- 
ances applied to U. S. Steel Corporation bond sinking 
funds 
Deduct — 

Interest on outstanding Bonds, 

Mortgages and Securities of sub- 
sidiary companies .. .. | $253,643,721.43 

Interest on U. S. Steel Corporation 

bonds | 576,717,310.22 

Premium and unamortized discount 
on bonds redeemed : 

On Subsidiary Com- 
panies bonds . . $5,324,811.82 
On U. S. Steel Cor- 
poration bonds 56,944,650.96 


Balance of Net Income 
From the foregoing balance there were 
set aside the following : 

For expense (in year 1903) incurred 
in conversion of Preferred Stock 
and sale of Ten-Sixty Year 5% 
Bonds 

For permanent Pension Fund 
Balance 


62,269,462.78 


6,800,000.00 

8,000,000.00 


3,909,736,127.97 


892,630,494.43 


3,017,105,633.54 


14,800,000.00 


3,002,305,633.54 


Dividends for the period on U. S. Steel 
Corporation stocks were paid as 
follows : 

Preferred, 225% 

Common, 164|% 

Common, 40% Stock Dividend, 
June 1, 1927 


834,155,252.91 

927,951,252.75 

203,321,000.00 


Balance of Net Income 

From this Surplus there has been appropriated to amor- 
tize cost to U. S. Steel Corporation of Stocks of Subsid- 
iary companies in excess of their investment in tangible 
property 

Total Earned Surplus, December 31, 1934 . . 

Division of above Total Earned Surplus 
Appropriated Surplus to cover Capital Expenditures 
Undivided Surplus . . 


1,965,427,505.66 

1,036,878,127.88 


508,302,500.00 

$528,575,627.88 


270,000,000.00 
^ 258,575,627.88 
"^$528,575,627.88 


Note. — Surplus of Subsidiary Companies at December 31, 1934, amounting to 
$24,010,984.70 and representing Profits accrued on sales of materials and pro- 
ducts to other subsidiary companies and on hand in latters’ inventories at 
that date, is not included in the Surplus of the consolidated organization, but 
is deducted from the amount of Inventories included under Current Assets in 
Consolidated General Balance Sheet. 
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UNITED STATES STEEL CORPORATION AND 
SUBSIDIARY COMPANIES — (cont.) 

OTHER PUBLISHED STATEMENTS 

In addition to the documents reproduced in this book, the Corporation 
appended to its directors’ report for the year 1934 certain statements which, 
on account of space, are not reproduced here. 

These statements are as follows : — 

(1) Comparative tonnages produced of the various types of product for 
the years 1933 and 1934. 

(2) Classified summary of amounts comprising Inventories figure shown 
in Consolidated Balance Sheet with comparative figures for 1933. 

(3) Bonded and Mortgage Debt — 

(a) Details of liabilities shown in Consolidated Balance Sheet. 

( b ) Details of changes during ) 934. 

(4) Classified summary of expenditure on maintenance, renewals and 
extraordinary replacements of principal classes of assets during 1934. 

(5) Summaries of Reserves for — 

(a) Depletion, depreciation, amortization and current maintenance. 

(b) General Contingent, Miscellaneous and other operating Reserves. 

(6) List of principal manufacturing subsidiaries and their products. 

(7) Classified lists of properties 
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AKTIEBOLAGET ELEKTROLUX STOCKHOLM 

PROFIT AND LOSS ACCOUNT 
For the Year ended December 31st, 1934 


Gross Profit on Operations 

S.I<r. 

S.Kr. 

7,202,884.06 

Other Earnings — 

Net Interest Receivable including income 
from Marketable Securities 

Dividends from Subsidiary Companies 
Miscellaneous Income including recoveries 
of amounts previously written off 

460,131.86 

1,520,640.33 

310,023.38 

2,290,795.57 



9,493,679.63 

Less — 

General and Administration Expenses . . 
Amortisation of Investment in Subsidiary 
Company 

Miscellaneous Amounts written off 

1,426,831.84 

151,591.13 

13,428.82 

1,591,851.79 

Net Profit for the year 1934 


7,901,827.84 

Add— 

Unallocated Surplus from the year 1933 
Less : 4% Interim Dividend distributed 
in November 1934 

4,005,010.39 

2,400,000.00 

1,605,010.39 

Amount available 

S.Kr. 

9,506,838.23 





Dividends from Subsidiary Companies are for the greater part taken 
up in the year in which the profits, from which the dividends are derived, 
have been earned. 



AKTIEBOLAGET ELEKTROLUX 
STOCKHOLM— (cont.) 

BALANCE SHEET 
as ax December 31st, 1934 
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A ssefs 

S.Kr. 

S.Kr. 

Current A ssets — 



Cash at Banks and on Hand . . 

10,773,321.77 


Marketable Securities . . 

267,916.09 


Due by Subsidiary Companies (net) 

12,692,491.79 


Due by Associated Companies 

5,153,790.00 


Customers" Outstandings 

90,442.48 


Miscellaneous Receivables 

246,714.87 


Dividends Receivable . . 

1,520,640.33 


Stocks of Merchandise, less Reserves. . 

2,459.21 

30,747,776.54 

Shareholdings , etc., in wholly and partly 



owned Companies 


43,553,372.33 

Consortium Account and miscellaneous In - 



vestments 


2,845,056.62 

Deferred Charges 


12,835.54 

Furniture, Fixtures, etc. 


1.00 

Patents 


1.00 


S.Kr. 

77,159,043.03 

Liabilities 

S.Kr. 

S.Kr. 

Current Liabilities — 



Miscellaneous Accounts Payable 

50,652.37 


Dividends Unclaimed 

97,684.00 


Provision for Taxes and other Charges 



Accrued 

1,503,868.43 

1,652,204.80 

Share Capital and Surphts — 

Share Capital : 

“ A ” Shares 60,000 


6,000,000.00 


" B ” Shares 540,000 

54,000,000.00 

60,000,000.00 

Reserve Fund 


6,000,000.00 

Profit and Loss Account : 


Balance from the year 1933 

4,005,010.39 


Less : 4% Interim Dividend 

2,400,000.00 

1,605,010.39 


Net Profit for the year 1934 

7,901,827.84 

9,506,838.23 


S.Kr. 

77,159.043.03 

Contingent Liabilities .. .. S.Kr. 

281,100.00 
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AKTIEBOLAGET ELEKTROLUX STOCKHOLM 

CONSOLIDATED 
as at December 

The attached Statement has been prepared on the same principles as in 
preceding years. 

Conversion of Assets and Liabilities of Subsidiary Companies in countries 
with Gold Currencies has again been made at the parity of exchange to the 
Gold Krona. Other currencies have been converted at the exchange rates 
quoted at Stockholm at the close of 1934, or lower. 

At the mean rates of exchange quoted at Stockholm at the end of 1934, 
the conversion of the foreign Assets and Liabilities would have resulted in an 
exchange surplus of S.Kr. 16,053,000.00 in addition to the surplus now 
shown. 

The following remarks refer to the more important items in the attached 
statement of the Consolidated Balance Sheet as at December 31st, 1934, in 
so far as they are not covered by foregoing reference : — 

Cash at Banks and on Hand S.Kr. 12,417,836.99. 

Of this amount S.Kr. 10,342,456.60 was on deposit with Swedish banks, 
or in transit to Sweden, at the year-end. The cash total indicated shows an 
increase of S.Kr. 3,406,402.89 over the closing total for 1933. If considera- 
tion is given to the interim dividend payment of S.Kr. 2,400,000.00 in Novem- 
ber last, the increase amounts to S.Kr. 5,806,402.89. 

Marketable Securities S.Kr. 825,413.18. 

Owing to the very uncertain tendency of the Stock and Share Markets 
the greater part of the Concern’s holdings of Bonds and Shares, including the 
holding in Servel, Inc., New York, was sold in the early part of the year 1934. 

With regard to the Servel holding the decision to sell was taken in conse- 
quence of the apparent impossibility of acquiring a majority holding in this 
Company without binding a far too large part of the Concern’s capital, as 
well as owing to the fact that a minority holding was of no importance to the 
Concern’s activities. The opportunity arose to sell the Shares without loss, 
and the selling price, at the time of sale, exceeded the market quotation for 
the Shares. . 

The sale consideration has partly been paid, and the remainder, m accord- 
ance with the sale agreement, falls due for payment during the current year 
and in 1936. Collateral security is held for the outstanding part of the con- 
sideration, which is included in the Balance Sheet under a special caption. 

This transaction has no bearing whatsoever on the income in the form of 
royalty, which the Concern receives from Servel, Inc. on that Company s 
net sales of Refrigerators manufactured under the Platen-Munters’ patents. 
During 1934 this royalty amounted to U.S. Dollars 306,497.76, giving S.Kr. 
1,174,547.82, as compared with $182,173.99 or S.Kr. 798,078.65 in 1933. 
These amounts are subject to United States Federal Taxation for which 
provision has been made in the attached accounts. 

The remaining holding of bonds, etc., appears in the Balance Sheet at 
a lower value than either cost or market on December 31st last. 

Customers * Balances and Bills Receivable (net) S.Kr , 42,325,477.51. 

The Customers* Outstandings, which for the greater part are based on 
hire purchase sales, have increased with the greater volume of turnover. In 
spite of this increase the total of the matured items unpaid is lower than for 
several years past and the bad and doubtful debts charged off during the year 
amounted to only slightly over one half of one per cent. The same principles 
as in preceding years have been applied in calculating the reserves set up. 
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AND SUBSIDIARY COMPANIES— (cent.) 

BALANCE SHEET 
31st, 1934 

Inventories, less Reserves S.Kr. 13,879,557.28. 

No change has been made in the basis of valuation of the Stocks of Mer- 
chandise on Hand, viz. : — 

Haw Materials and Supplies have been valued at purchase cost or current 
market prices, whichever was the lower at the date of the Balance Sheet. 

Finished and semi-finished Goods have been priced at Factory Cost or 
lower, plus actual outlays for customs duty and freight on Stocks 
located outside Sweden. 

Older models and slow moving parts have been written off. 

The increased volume of Stock carried has already been remarked upon. 

Fixed Assets S.Kr. 8,586,268.27. 

The book value of these Assets, which has decreased during the year by 
S.Kr. 375,422.45, is obtained as follows : — 

Book value as at December 31st, 1933, after provi- 
sion for depreciation . . .. .. .. .. 8,961,690.72 

A dd : Outlays during 1934, less sales, etc. . . 1,092,732.05 


10,054,422.77 

Deduct : Provision for depreciation for the year 

1934 1,468,154.50 


Book value as at December 31st, 1934 S.Kr. 8,586,268.27 


Factory extensions, Plant and Machinery, and Service Cars for the 
English Company account for S.Kr. 654,740/92 of the additional outlays 
during the year. 

Provision for Taxes and other Charges Accrued S.Kr. 4,503,798.52. 

In this figure taxation has been provided on the various Companies’ 
results up to and including the year under review with the exception of 
Swedish taxation on Aktieboiaget Elektrolux’ result for 1934, provision for 
which is contained in the proposed allocation of that Company’s Surplus. 

Payment of the greater part of the S.Kr. 3,468,499.64, provided for taxes, 
wdll not fall due until 1936 or later. 

Surplus S.Kr. 20,000,574.17. 

After providing for Swedish taxation on Aktieboiaget Elektrolux’ profit 
for the year with S.Kr. 1,000,000.00 and for distribution of the final dividend 
of 5% or S.Kr. 3,000,000.00, as proposed by the Board at the outset of this 
report, there remains a Surplus of S.Kr. 16,000,574.17 to carry forward to the 
current year. Compared with the amount brought forward from 1933 of 
S.Kr. 11,775,383.37, the Surplus has increased during 1934 byS.Kr. 4, 225,190. 80. 

For comparative purposes the corresponding figures as at December 
31st, 1931, 1932 and 1933 have been inserted in the accompanying statement 
of the Concern’s Consolidated Balance Sheet as at December 31st, 1934. 

Stockholm, March 1 5th, 1935. 

A. L. Wenner-Gren, H. A. Wernher, Axel F. Enstrom, 

Manne Siegbahn, Sten Widell, F. Deijfen, Axel 
Engberg, Gustaf Sahlin, H. G. Faulkner. 


x 



AKTIEBOLAGET ELEKTROLUX STOCKHOLM 


COMPARATIVE CONSOLIDATED 


Assets 


Decemb 

er 31st 



1031 

1932 

1933 

1934 

Current Assets : — 

S.Kr. 

S.Kr. 

S.Kr. 

S.Kr. 

Cash at Banks and on Hand 

4,090,325.44 

S, 182,51 3.78 

0,011,434.10 

12,417,836 99 

Marketable Securities 

Outstanding Consideration on Sale 

14, 850, 022.02 

1 1,031,654.52 

0,785,071.09 

825,433.18 

of Shares . . 

Customers' Outstandings (less Re- 

— 

— 

— 

5,203,189.07 

serves for Hire Purchase Interest 
& Doubtful Accounts) 

25,065,725.04 

33,172,075.56 

8,645,183.10 

278,303.97 

38,687,078.17 

42,325,477.51 

Due by Assoc iatecl Companies 
Miscellaneous Accounts Receivable 

12,016,132.36 

342,568.24 

7,033,002.46 

208,727.49 

5,203,931.69 

169,117.77 

Inventories of Merchandise on 

Hand (Raw Materials, Supplies, 
finished & partly finished Goods) 
at Factory Cost plus Customs 
Duty and Freight on Stocks 





abroad, less Reserves for obso- 
lescence, etc 

11,594,044.78 

10,295,293.79 

10,496,439.76 

13,879,557.28 


69,768,418.48 

72,505,924.72 

75,822,953.97 

80,024,523.49 

Fixed Assets (at depreciated 





values ): — 





Lana, Factory and Office Build- 





ings 

5,459,560.35 

5,396,268.73 

5,612,220.05 

5,805,713.03 

Plant, Machinery, Tools, etc. . . 
Office and Workshop Equipment, 

2,153,175.72 

2,197,362.75 

2,183,865.60 

1,755,139.82 

Automobiles, etc 

1,586,402.47 

1,385,938.98 

1,165,605.07 

1,025,415.42 


9,199,138.54 ; 

8,979,570.46 

8,961 ,690.72 

8,586,268.27 

Guarantee Deposits and Deferred 





Charges 

466,406.14 

375,530.35 

412,092.30 

363,278.96 

Patents , Trade Marks and Goodwill 

— 

— 

— 

— 

S.Kr. 

79,434,023.16 

81,861,031.53 

85,197,336.99 

88,974,070.72 


We, the undersigned auditors appointed to examine the administration 


Auditors’ 

We have examined the accounts, which have also been controlled by a 
The Company’s various cash balances have been checked on different 
order. 

Tfofr different bank accounts have been checked up and all securities on 
We*have examined the minutes drawn up during the year and have also 
referring to the Company’s financial condition and the Board's administration. 

T^a values at which the assets have been taken up have been found fully 
ih& Reserves set up for accounts receivable and stocks both in Sweden and 
“ The Consolidated Balance Sheet of the Concern as included in the Board’s 
drawn up on sound principles and giving a true picture of the Concern’s 
We recommend approval of the Board’s proposal in regard to the alio 
counts presented as at December 31, 1934, as shown in the^Board’s Report be 
As a consequence of the audit carried out we recommend that the Board 


Stockholm, in March 1935. 
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AND SUBSIDIARY COMPANIES— (cont.) 

BALANCE SHEET 


Liabilities 

Current Liabilities — 

Bank Loans 

Suppliers’ Balances and Bills 

Payable 

Due to Associated Companies 
Miscellaneous Accounts Payable . . 
Dividends Unclaimed 

Provision for Taxes and other 
Charges Accrued 

1931 

S.Kr. 

641,010.07 

1,318,746.27 

44,061.37 

1,102,507.42 

15,186.00 

1,899,725.12 

Decemb 

1932 

S.Kr. 

301,248.62 

1,511,861.38 

44,188.88 

1,544,583.20 

26,239.00 

3,103,122.16 

er 31st 

3933 

S.Kr. 

148,614.95 

1,874,497.09 

13,959.52 

2,160,638.62 

23,453.00 

3,174,989.79 

1934 

S.Kr. 

352,051.07 

1,779,296.60 

182,970.45 

2,145,708.26 

97,684.00 

4,503,798.52 


5,021,236.25 

6,531,243.24 

7,396,152.97 

8,861,509.50 

Other Liabilities — 

Outstanding Purchase Considera- 
tions, etc. 

Mortgage Loan (secured on Real 
Estate) 

353,083.24 

108,758.38 

146,686.77 

106,492.90 

146,557.60 

104,243.05 

9,993.85 

101,993.20 


461,841.62 

253,179.67 

250,800.65 

111,987.05 

Total Liabilities 

5,483,077.87 

6,784,422.91 

7,646,953.62 

8,973,496.55 

Share Capital and Surplus — 

Share Capital 

Surplus (subject to Provision for 
Taxes on A / B Elektrolux’ Profit 
and to Dividend) 

60,000,000.00 

13,950,945.29 

60,000,000.00 

15,076,608.62 

60,000,000.00 

17,550,383.37 

60,000,000.00 

20,000,574.17 


73,950,945.29 

75,076,608.62 

77,550,383.37 

80,000,574.17 

S.Kr. 

79,434,023.16 

81,861,031.53 

85,197,336.99 

88,974,070.72 

Contingent Liabilities S.Kr. 

2,965,000.00 

1,970,000.00 

865,000.00 

560,000.00 







and accounts of A/B Elektrolux for the year 1934, beg to submit the following 


Report. 

special verifier appointed therefor, and have found them especially well kept, 
occasions by the special verifier, and everything thereby found in perfect 

hand inspected. 

had produced to us the insurance policies, contracts and other documents 

satisfactory, the amounts provided for depreciation of fixed assets as well as 
abroad being sufficient. ' ^ 

Report has been examined by us. We have found this Balance Sheet to 
financial condition at the close of the year. * ' 

cation of the profit earned and recommend to the Shareholders that the ac~ 
duly approved. 

be granted full discharge for the past financial year’s administration. 

Seth Svensson, 

Auditor , authorized by Stockholm’s Chamber of Commerce . 

Arvid Erikson, 

Auditor , authorized by Stockholm’s Chamber of Commerce. 




AKTIEBOLAGET SVENSKA KULLAGERFABRIKEN 
AND SUBSIDIARY COMPANIES 

COMPARATIVE CONSOLIDATED BALANCE SHEET 
FOR THE YEARS 19294934 

Thousands of Kronor 


Assets 

1929 

1930 

1931 

1932 

1933 

1934 


Kr. 

Kr. 

Kr. 

Kr. 

Kr. 

Kr, 

Capital Assets; 







Freehold Land 

7,398 

S,062 

8,094 

8,656 

8,052 

9,010 

Buildings 

44,566 

51,995 

56,651 

56,774 

57,142 

58,496 

Plant, etc. . . 

77,461 

83,470 

83,546 

84,009 

87,100 

90,881 

Total 

129,425 

143,527 

148,291 

149,439 

152,894 

158,387 

Less Reserve for depreciation 

70,212 

76,042 

84,127 

91,831 

100,328 

107,928 

tfet 

59,213 

67,485 

64,164 

57,608 

52,566 

50,459 

Patents and Goodwill 

2,979 

715 

715 

Shares in other Companies .. 

11,457 

8,071 

8,330 

2,030 

1,982 

1,976 

Total 

70,670 

78,535 

73,209 

60,353 

54,548 

52,435 

Deferred Charges 

1,979 

3,382 

3,962 

2,381 

2,974 

1,663 

Current Assets ; 







Inventories . . 

88,142 

97,279 

84,982 

75,673 

74,633 

86,004 

Accounts and Acceptances re- 


ceivable 

39,970 

32,703 

32,728 

37,237 

37,293 

40,423 

Investment in Securities . . 

5,901 

6,194 

7,542 

10,071 

7,589 

5,705 

Cash at banks and in hand . . 

37,269 

23,272 

29,543 

36,105 

57,368 

58,122 

Total 

171,282 

159,448 

154,795 

159,086 

176,883 

190,254 

Total Assets 

243,931 

241,365 

231,966 

221,820 

234,405 

244,352 

Liabilities 

1929 

1930 

1931 

1932 

1933 

1934 


Kr. 

Kr. 

Kr. 

Kr. 

Kr. 

Kr. 

Capital Liabilities : 







Capital 

130,000 

130,000 

130,000 

130,000 

130,000 

130,. OO 

Reserve Fund 

13,200 ; 

13,200 

13,200 

13,200 

13,200 

13,200 

Capital and proportion of reserve 
fund and surplus of subsidiary 

companies not owned by SKF .. 

14,673 

14,995 

15,113 

12,538 

11,189 

11,176 

Special Reserve 

2,631 

— 

— 

— 

— 

— 

Bonds payable 

1,807 

— 

— 

— 

— 

— 

Total 

162,311 

158,195 

158,313 

155,738 

154,389 

154,376 

Current Liabilities : 







Loans 

4,453 

8,986 

' 9,653 

8,360 

8,813 

6,637 

Accounts payable 

18,843 

17,811 

15,831 

I 14,264 

19,672 

20,341 

Tax Reserve 

10,897 

9,396 

7,537 

6,389 

10,912 

13,073 

Dividend 

15,633 

13,094 

9,142 

9,193 

10,505 

24,891 

Total 

49,826 

49,287 

42,163 

38,206 

49,902 

64,442 

Pension Reserve, etc 

2,420 

2,514 

2,486 

2,515 

3,012 

3,318 

Surplus 

29,374 

31,369 

29,004 

25,361 

27,102 

22,216 

Total Liabilities 

243,931 

241,365 

231,966 

221,820 

234,405 

244,352 

Contingent Liabilities 

2,668 

2,038 

2,499 

2,160 

2,124 

1,794 

Acceptances Discounted . . 

1,348 

3,926 

3,233 

2,688 

3,513 

2,766 
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AKTIEBOLAGET SVENSKA 

PROFIT AND LOSS AND SURPLUS ACCOUNTS 


for 1934 


Sales 

Less — 

Cost of products sold, including main- 
tenance, repairs (page 15*) and de- 
preciation (page 16*) 

Selling and administrative expenses . . 

Kr. 

47,680,129:00 

4,701,033:81 

Kr. 

67,864,281:06 

Deduct depreciation included in the 
above cost of products sold . . 

52,381,162:81 

4,583,114:84 

47,798,047:97 



Balance 

Sundry losses on dwelling houses, in- 
cluding transfers 


20,066,233:99 

340,725:55 

Total net income from manu- 
facture and selling before charg- 
ing depreciation and providing 
for taxes 

Other Income — 

Dividends from subsidiary and other 
companies 

Interest and sundries 

3,252,979:73 

3,947,141:79 

19,725,508:44 



7,200,121:52 

Total income for the year 1934 
before chargingdepreciation and 
pi'oviding for taxes ( Forward) 


26,925,629:96 


* Schedules not reproduced in this book. 

The above Profit and Loss Account and Surplus Account agree with the 
of the earnings and expenses of the company for the fiscal year 1934, provided 
proposed by the Board of Directors, 


Gothenburg, A pril 1935. 
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KULLAGERFABRIKEN— (cent.) 

PROFIT AND LOSS AND SURPLUS ACCOUNTS 


for 1934— (cont.) 



Kr. 

Kr. 

Forward 


26,925,629:96 

Less Depreciation on properties, machin- 



ery, etc. 

4,583,114:84 


Reserved for taxes 

5,400,000:00 

9,983,114:84 

Net income for the year 1934 


16,942,515:12 

Less sundry amounts not connected 



with the year’s operations . . 


111,286:72 

Net Profits for 1934 


16,831,228:40 

Balance on Surplus Account at 31st i 



December, 1933 


26,466,447:01 

Total 


43,297,675:41 

Distribution of surplus as proposed by 



the Board of Directors : 



(a) 8% dividend on coupon No. 24 

10,400,000:00 


(6) 260,000 shares of Kr. 50:00 each 
in Aktiebolaget Volvo, on coupon 



No. 25, on the books at . . 

11,092,581:06 

21,492,581:06 

Surplus 31st December, 1934 as per pro- 



posal of the Board of Directors . . 

Kr. 

21,805,094:35 


books of Aktiebolaget Svenska Kullagerfabriken and are correct statements 
that the Shareholders’ meeting approves of the disposition of the surplus as 


R. Andr&en 
Hakon Leffler 
Erik Rodjer 
Edvard Stenberg 


Auditors . 
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AKTIEBOLAGET SVENSKA 


BALANCE SHEET, 



Kr. 

Kr. 

Capital Assets — 



Plant and Properties . . 

63,912,698:62 


Less Reserve for Depreciation (page 



161* 

49,830,050:79 

14,082,647:83 


Shares owned (pages 19-20)* 

84,661,952:35 

98,744,600:18 

Deferred Charges 


278,649:60 

Current Assets — 



Inventories (page 21)* 

30,434,915:03 


Loans to Subsidiary Companies 

7,836,661:42 


Accounts receivable 

16,566,739:77 


Notes and Acceptance^: ccsivable 

3,845,750:77 


Dividends receivable 

2,272,496:12 


Investment in Securities (page 21)* .. 

3,358,806:40 


Cash at Banks and in hand. 

45,765,196:32 

110,080,565:83 

I 

Kr. 

209,103,815:61 





♦Schedules not reproduced in this hook. 



KULLAGERFABRIKEN— (cont.) 

31sx December, 1934 


Capital Liabilities— 

Kr. 

Kr. 

Share Capital (page 22)* 

130,000,000:00 


Reserve Fund (page 22)* 

Current Liabilities — 

Payments received in advance and 

13,200,000:00 

143,200,000:00 

deposits 

4,410,475:40 


Accounts payable and payrolls 

5,101,882:36 


Goods in transit 

134,567:23 


Unpaid dividends 

157,445:00 


Reserve for taxes 

Dividend on Coupons Nos. 24 and 25 
as proposed by the Board of 

9,898,623:53 


Directors . . 

Reserve for Pensions Etc. — 

21,492,581:06 

41,195,574:58 

Pensions, etc. 

Sven Wingquist’s funds for em- 

2,159,202:04 


ployees 

226,100:53 


Insurance funds 

517,844:11 

2,903,146:68 

Surplus 


21,805,094:35 

Kr. 

Contingent Liabilities 2,472,922:41 
Acceptances Discounted 2,527,783:59 
Securities Pledged 342,470:00 

Kr. 

1 

209,103,815:61 


AktIEBOLAGET SVENSKA KULLAGERFABRIKEN 

B. G. Prytz, Managing Director. 

We hereby certify that the above Balance Sheet agrees with the books of 
Aktiebolaget Svenska Kullagerfabriken, and is properly drawn up to show 
the financial position of the Company at 31st December, 1934, provided the 
Shareholders’ Meeting approves of the disposition of the surplus as proposed 
by the Board of Directors. 

R. Andr£en 

Hakon Leffler ! Auditors. 

Erik Rodjer f 

Gothenburg, April 1935. Edvard Stenberg j 


*Schedules not reproduced in this book. 
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AKTIEBOLAGET SYENSKA KULLAGERFABRIKEN— 

(cont.) 

Auditors 1 Certificate for 1934 

We, the undersigned , elected to examine the accounts of Aktiebolaget 
Sven ska Kullagerfabriken for the fiscal year 1934, hereby submit the following 
report. 

The Company’s Balance Sheet as per 31st December 1934, as well as the 
Profit and Loss and Surplus Accounts for 1934 as attached to the Report of 
the Board of Directors have been examined and agree with the books. 

The Deferred Charges shown in the Balance Sheet represent amounts 
which should be charged to operations of future years. 

The stocks of raw materials, shop supplies, semi-finished and finished 
products on hand as shown by inventories, certified by officials of the Company, 
have been valued on a conservative basis. 

The minutes of the Board of Directors were placed at our disposal and 
were examined by us. 

The shares and other securities belonging to the Company have been 
checked and the insurance policies examined and found to be in order. 

The accounts of the Company and the cash balances have been periodically 
examined during the year by specially appointed auditors, who have certified 
that everything is in order. 

The consolidated balance sheet of the SKF Concern, attached to the Direc- 
tors’ report, is made up on the basis of the balance sheets of the 67 companies 
belonging to the Concern, of which the larger foreign ones have been audited 
by chartered accountants in their respective countries. . We have examined 
the principles followed in the preparation of this consolidated balance sheet 
and in our opinion it should give a correct view of the financial position of the 
Concern. 

We recommend the Shareholders’ Meeting to approve of the proposal made 
by the Board of Directors as regards the disposition of the surplus, of the 
Company, and to grant the Board of Directors discharge for the administra- 
tion during 1934. 

R. Andr£en 
Hakon Leffler 
Erik Rodjer 

Edvard Stenberg 

Chartered Accountant . 


Gothenburg, April 1935 



AKTIEBOLAGET SVENSKA KULLAGERFABRIKEN— 

(cont.) 

Other Documents Published by Aktiebolaget Svenska Kullager- 

FABRIKEN AS SCHEDULES TO ITS BALANCE SHEET 

The following schedules accompany the accounts for the year 1934 
shown above, but in view of considerations of space are not reproduced here : — 

Statement of Amounts charged for Maintenance and Repairs for years 
1933-1934. 

Movements in Reserve for Depreciation during the year 1934, and par- 
ticulars of rates of depreciation in use. 

Changes in Capital Assets during 1934. 

Capital Assets at 31st December, 1934. 

List of Shares owned at 31st December, 1933 and 31st December, 1934 
giving details of the amounts shown in the balance sheets for these holdings. 

Summary of Inventories at 31st December, 1933 and 31st December, 
1934, 

Investment in Securities at 31st December, 1934. 

Share Capital and Reserve Fund at 31st December, 1934. 

Contingent Liabilities at 31st December, 1934. 

Changes in Working Capital during 1934. 

Comparative Profit and Loss and Surplus Accounts for years 1929-1934. 
Comparative Balance Sheets for years 1929-1934. 

List of SKF Factories, Offices and Agencies. 
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Accounts 

Comparable bases of, needed in all units of holding company 

merger .. .. 22,67,324,125,126,137,141 

Form and contents of, largely matter for directors . . 30 

Meaning of, for purposes of Section 126 of Companies Act, 

1929 

Rights of members to copies of . . . . . . . . 2 

Advances to Subsidiary Companies 

See “ Amounts owing from subsidiary companies/' 

Amalgamated Balance Sheet 

See “ Consolidated Balance Sheet." 

Amalgamations 

Advantages and disadvantages . . . . . . 8 to 1 1 

Holding company method's advantages . . . . 12 to 15 

,, ,, special difficulties .. . . 10, 11 

Methods of .. .. .. .. .. .. 5,12,13 

American Attitude towards Consolidated Accounts 29, 117, 118 

Amounts owing from Subsidiary Companies 

Aggregate to be shown separately in legal balance sheets 2, 36, 42,45, 

53 , 54 

Current indebtedness . . . . . * . . 43, 44, 45, 54, 93 

Debenture and other indebtedness, distinction between . , 53 

Dividends declared by subsidiaries treated as . . 54, 55, 135 

Examples from published accounts . . . . . . 45 to 52 

Examples in Appendix I explained . . . . . . 52 to 58 

Fixed and current indebtedness, distinction between 42 to 45, 53, 54 
Method of valuation of fixed indebtedness to be shown in 

legal accounts . . . . . . . . . . 5, 7, 42 

Names of subsidiaries, not essential . . . . . . . . 42, 45 

Nominal value of written down debts, when needed , . 54 

Secured indebtedness on debenture, etc. . . . . . . 54 

Set-off against amounts owing to . . . . 57, 58, 93, 134, 135 

Undistributed profits . . 11, 55, 92 to 98, 1 16, 136, 138 to 140 

Writing down on account of losses 54, 95 to 98, 101, 103, 13 1, 132 
Amounts owing to Subsidiary Companies 

Aggregate to be shown separately in legal balance sheets 2, 37, 57 
debentures of holding company held by subsidiary 5, 7, 34, 57, 58, 

’ 115 

Set-off against amounts owing from . . . . 57, 134 

Statement in legal balance sheet . . . . . . 7 > 57 > 

Assets 

Need for uniform classification and valuation of 67, 68, 114, 124, 

125, 126, 137, 140, 141 
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Assets — ( continued ) page 

Revaluation of, in fixing purchase price of subsidiary no, 124, 

125, 126 

See also " Fixed and Floating Assets/' 

Auditors 

Book value of net tangible assets representing interests 

in subsidiaries, cannot insist on note re. . . . . 100, 10 1 

Directors’ remuneration, duties under Section 128 as to . . 4, 91 

Examination of balance sheets of subsidiaries . . 62, 106, 107 

Form and contents of legal balance sheet, duty as to . . 6 

Information regarding subsidiaries, if not satisfied . . 76, 90, 107 

Losses of subsidiaries, where not provided for , . . . 106 

Not necessarily identical in holding and subsidiary companies ' 67 

Pre-acquisition surpluses of subsidiaries, where not intact 62 
Qualifications of certificate by auditors of subsidiaries 2,37, 79, 

80, 81 

„ „ „ holding company 106, 107 

Statement regarding subsidiary company results, not 
responsible for . . . . . . * . . . 6, 7, 81, 82 

Undistributed profits of subsidiaries, where carried to excess 27, 77 

93> 94 

Bills of Exchange — Inter-company 

Elimination in preparing consolidated balance sheet .. 135 

Canadian Companies Act, 1934 

Provisions regarding publication of accounts 
Auditors' statement regarding results of subsidiaries . . 

,, ,, ,, provision for aggregate 

losses 

Capital Reserves 

Consolidated balance sheet, in . . . . 127, 128, 129, 137 

,, profit and loss account, in . . . . . . 139 

Depreciation of fixed assets of subsidiaries, additional . . 68 

Legal balance sheet of holding company, in . . . . 7 2 

Pre-acquisition profits are 61, 62, 63, 71, 97, no, 129, 139, 140, 141 

Combined Summary of Assets and Liabilities of Subsidiary 
Undertakings 

Advantages and disadvantages of . . . . . . 113, 114 

Debentures of holding company held by subsidiaries . . 115 

Deficiencies on operations since acquisition . . . . . . 116 

Dividends on inter-company shareholdings . . . . . . 115 

Final dividends due to outside interests . . . . * • 115 

Goodwill, treatment in .. .. .. 113,115,^16 

Inter-company balances and transactions, agreement and 

set-off 114, 115 

Outside interests . . . . 31, 69, 114, 115, 131, 132, 133 

„ disadvantages of apportioning over in- 
dividual assets . . . . . . * .3L *33 

Pre-acquisition profits and losses are capital for 61, 62, 63, 71, 129, 

139, 140, 141 
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Combined Summary of Assets and Liabilities of Subsidary 
Undertakings — ( continued ) 

Purpose oi preparing . . . . . . . . . . . . 1 13 

Shares and debentures of holding company held by sub- 
sidiaries . . . . . . . . . . . . . . 1 15 

Surpluses and deficiencies on operations since acquisition . . 1 16 

Uniform basis of classification and valuation needed . . 1 14 

Companies Act, 1929 

Counsels' opinion . . . . . . . . 5, 6, 7, 74, 78, 81 

Provisions of, specially affecting holding companies 1, 2, 3,4 

Company Law Amendment Committee 

Extracts from report of . . . . . . . . . . 26, 28 

Consolidated Balance Sheet 

Adjusted values for inclusion in, due to application of uni- 
form basis of valuation for purposes of m, 124, 125, 126, 136 
Advantages and disadvantages 69, 92, 121, 122, 123, 140, 141 

American attitude towards . . . . . . . . . . 117 

Bills of Exchange, inter-company . . . . . . . . 135 

British attitude towards .. .. .. .. .. 119 

Capital reserves in . . . . . . 127, 128, 129, 137, 139 

Classification of assets in, common basis needed 67, 68, 114, 124* 

125, 137, 140, 141 

Common date for balance sheets amalgamated desirable . . 123 

Company Law Amendment Committee's view on . . . . 28, 29 

Comparison with legal balance sheet „ . . . 1 21, 122, 123 

Contingent liabilities .. .. .. .. .. 131,137 

Discount in price of subsidiary due to revaluation of sub- 
sidiary’s tangible assets on purchase . . 125, 127, 128, 129 

Dividends declared by subsidiaries after balance sheet date 135 
European attitude towards .. .. .. .. .. 118 

Fixed assets, uniform classification and valuation needed . . 137 

Foreign subsidiaries, difficulties in consolidating accounts of 137 
Goodwill in . . . . 71, 72, 100, 126, 127, 128, 129, 134, 136 

Inter-company balances and transactions, set-off 134, 135, 136 
Not in itself a compliance with Companies Act . . . . 6, 7, 29 

Outside interests, treatment in . . . . 31, 114, 129 to 134 

Preliminary considerations in preparing . . . . . . 123 

Premium in price of subsidiary due to revaluation of sub- 
sidiary’s tangible assets on purchase . . 126, 127, 128, 129 
Setting off inter-company indebtedness and shareholdings 134, 135 
Shares and debentures of holding company owned by sub- 
, sidiary, treatment in . . . . . . . . 133, 134 

What balance sheets should be consolidated . . 122, 126 

Consolidated Profit and Loss Account 

Capital reserves, transfers from . . . . 138, 139 

Depreciation, additional provision in . . 68, 139 

Outside interests . . . . . . - . . . . . 139 

Continental Attitude towards Consolidated Accounts . . 118 
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Contingent Liabilities 
Bills discounted 

Consolidated balance sheet, treatment in 
Guarantees 

Cost as Basis of Valuation for Shares and Adv 

Cost as Basis of Valuation where Adjustments Essential 66, 67, 

95 to 104 

Counsels' Opinion on Companies Act, 1929 

Sections specially affecting holding companies 5, 6, 7, 74, 78 
Statement regarding subsidiaries' profits and losses 6, 7, 74, 78 

Creditors. See also “ Outside Interests in Subsidiaries." 

Of subsidiaries sometimes protected by holding company 54, 132 

Current Assets. See " Fixed and Floating Assets." 

Dates of Balance Sheets 

Adjustments in accounts where not drawn at common date 71, 123 
Desirability of common date for all companies in holding 

company merger .. .. .. .. 71,109,110,123 

Debentures and Debenture Stocks 

Holding company's, held by subsidiaries . . 5, 7, 34, 57, 58, 115 

Indebtedness of subsidiaries secured by, distinguished from 

other indebtedness in certain cases . . . . . . 54 

Loans include debentures in sense of Section 125 of Act . . 5 

Subsidiaries, held by outside interests . . . . . . 131 

Treatment in balance sheets, etc. . . . . 5, 7, 57, 58, 115, 131 

Deficiency of Assets 

Position where subsidiary acquired with . . . . , . 94 
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ANCES 59 to 68, 92 


Definitions and Meanings 

Accounts for purposes of statement regarding results of 

subsidiaries . . . . . . . . . . . . . , 6 

Aggregate profits and losses, in Section 120 of Act . . 77 

Holding company . . . . . . . . . . ..1,4,5 

Profits and losses of subsidiaries . . . . 2, 6, 20, 74, 77, 88 

Subsidiary company 3 / 5 > 7 > 3 2 » 35 

Sub-subsidiary company . . . . . . . . . . 32 

Undistributed profits . . . . . . . . . . . . 55 

Depreciation 

Need for holding company to augment provisions by sub- 
sidiaries in certain cases . . . . . . . . 68, 137 

Directors r , ^ 

Composition and work of boards of . . . . . . 20, 21, 22 

Conflict of duties of . . . . . . . . . . . . 19, 20 

Considerations in determining feasibility of unification . , 19, 20 
Discretion as to form of accounts and treatment of results of 

subsidiaries , . . . . . . . . . . . 29, 30, 104 

Holding company itself may be a director . . . . . . 21 

Importance of personality and ability in . . . . . . to 
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Directors — (continued) 

Of holding company and subsidiaries not necessarily 

identical 21, 22, 24, 67 

Policy as to pooling of finances of subsidiaries . . 19, 39, 40 

Remuneration of — 

Anomalies in statutory requirements as to . . . . 91 

Particulars required in legal accounts . . . .3, 4, 37, go, 91 

Practice as to method of showing . . . . . . 90, 91 

Sub-subsidiary company remuneration, how far to be 

shown . . . . . . . . . . . . . . 90 

Type of, needed in large mergers . . . . . . . . 10 

Discount 

Shares in subsidiary acquired at a . , 32, 71, 125, 127, 128, 129 

Dividends 

Adjustments in preparing holding company’s accounts 55, m, 

1x2, 11 5 

Availability of dividends from subsidiaries for dividend in 
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